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ORGANIZATION AND OPERATION OF THE SMALL 
BUSINESS ADMINISTRATION 


MONDAY, MAY 11, 1959 


House or REPRESENTATIVES, 
Suscommirrer No. 1 or THE 
Se.ecr Committers To Conpuct a SruDy AND 
INVESTIGATION OF THE ProBLEMs OF SMALL BusrNEss, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10: 08 a.m., in room 304, 
House Office Building, Hon. Joe L. Evins (chairman of the sub- 
committee) presiding. 

Present: Representatives Evins, Brown of Missouri, Moore, and 
Avery. 

Also present: Everette MacIntyre, general counsel of the commit- 
tee; Richard L. Mitchell, counsel for subcommittee; Jane M. Deem, 
administrative assistant, and Victor P. Dalmas, adviser to the minority 
members. 

Mr. Evins. Gentlemen, the committee will come to order. We are 
glad to welcome our friends here from the Small Business Adminis- 
tration. We may have some other members of the committee with us 
as we proceed. One of the difficulties we are often confronted with 
is findimg the opportune time to suit everyone on these various mat- 
ters. 

We expect to hold hearings for some 3 days. We had hoped to go 
through the day but an important appropriation bill is scheduled on 
the floor this afternoon and we will only be able to continue this hear- 
ing until noon today. 

I should like to make a brief statement in regard to our hearings. I 
know that the members of the committee and the members of the 
Small Business Administration are familiar with the policy, but for 
the members of the press and others I will make this statement. 

As we open our hearings this morning we are very glad to welcome 
the Administrator and staff of the Small Business Administration. 
They have come here on the invitation of the subcommittee for the 
purpose of reviewing with us the operations and activities of their 
agency. We are also pleased to welcome the other witnesses who will 
appear and others interested in the vitality and well being of our 
small business economy. This subcommittee deems it its duty to 
assist and aid the SBA in its endeavor to implement the Small Busi- 
ness Act and the Small Business Investment Act of 1958 in such a way 
as to be of the greatest benefit to the small business economy of the 
Nation and to the Nation as a whole. 
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you announced the chartering and issuing of licenses to three more 
smal] business investment companies. 

Mr. Barnes, would you care to proceed at this time with any state- 
ment ae have for the committee, and you may call your assistants 
up to help you in answering any questions asked of you by the mem- 
bers of the committee. 


TESTIMONY OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION; ACCOMPANIED BY DUNCAN H. 
READ, DEPUTY ADMINISTRATOR; AND RALPH FARNUM, ACTING 
DIRECTOR, INVESTMENT DIVISION 


Mr. Barnes. My name is Wendell B. Barnes. Mr. Chairman and 
gentlemen of the committee, I am pleased to have the opportunity 
again to appear before the Select Committee on Smal] Business to 
review the activities and achievements of the Small Business Admin- 
istration. 

In preparing for this hearing I could not help but realize that the 
scope and variety of this agency’s activities on behalf of small busi- 
ness now have increased to the point where it is impossible to review 
these activities in the 3 or 4 hours which previously have been 
allocated to this function. This, I suppose, represents a milestone. 

I recognize that this committee has an interest in all the activities 
of the Small Business Administration. In order to conserve time and 
to make as much information available as this committee may desire, 
I will restrict my formal statement to the highlights of the Small 
Business Administration’s recent activities. The committee has in- 
vited other officials of the Small Business Administration to testify. 
They will be glad to do so, and will be presented at the time they ap- 
pear each day. 

When I last appeared before this committee the agency was operat- 
ing under a limited tenure. This limitation was removed by enact- 
ment of the Small Business Act on July 18, 1958. This legislation 
gave the agency new responsibilities and broadened its existing pro- 
grams. In addition, the Small Business Investment Act became law 
on August 21, 1958, and substantially increased the responsibilities 
of the agency. I would like to speak briefly of some of these old and 
new responsibilities. 


PROCUREMENT AND TECHNICAL ASSISTANCE 


The new Small Business Act continued existing programs in pro- 
curement and technical assistance and added several new functions. 

One of the latter is to assist small firms who wish to buy property 
offered for sale by the Federal Government by assuring them an op- 
portunity to bid competitively for surplus real and personal property 
and natural resources, including timber from national forests, all of 
which amounts to several billion dollars each year. To accomplish 
this a Property Sales Assistance Division has been established in the 
Washington office. We have worked out cooperative agreements with 
the Departments of Agriculture and Interior covering the sale of 
Federal timber. You will be interested to know that joint determina- 
tion actions to reserve Government-owned timber in the Pacific North- 





2 OPERATION OF THE SMALL BUSINESS ADMINISTRATION 


Perhaps the attitude of the subcommittee would be best eee: 
quoting from the acts those portions therein which set out the decl 
policy of Congress. 

The Small Sates Act provides, in part: 

It is the declared policy of the Congress that the Government should aid, 
counsel, assist, and protect, insofar as is possible, the interests of small-business 


concerns in order to preserve free competitive enterprise * * * and to maintain 
and strengthen the overall economy of the Nation. 


The Small Business Investment Act of 1958 provides in part: 


It is declared to be the policy of the Congress and the purpose of this act to 
improve and stimulate the national economy in general and the small-business 
segment thereof in particular by establishing a program to stimulate and sup- 
plement the flow of private equity capital and longterm loan funds which small- 
business concerns need for the sound financing of their business operations and 
for their growth, expansion, and modernization, and which are not available in 
adequate supply: 

We meet today for the purpose of determining whether the declared 
policies of Congress are being implemented to the fullest extent pos- 
sible and whether the acts themselves are sufficient—that is, whether 
there is a need for modification, amendments, or new enactments in 
this field. It shall be the purpose of our subcommittee hearings to 
review as far as time permits all of the operations and activities of 
the Small Business Administration. These hearings will continue 
for 3 days and there will probably be other hearings scheduled at a 
later date. 

The committee has had called to its attention considerable criticism 
concerning the redtape, delay, collateral requirements, the applica- 
tion of the loan policies pursued by the Small Business Administra- 
tion, and the regulations issued by SBA under congressional enact- 
ments, 

On the other hand, we have heard favorable reports concerning 
some of the services rendered by SBA—that the agency has been of 
immense help to many segments of small business. 

The purposes of our hearings are to be constructive and helpful. 
This committee and Congress are vitally interested in seeing the 
Small Business Administration function effectively for the greatest 
benefit possible to the smal] business economy of the Nation. 

Other members of the subcommittee are the Honorable James Roose- 
velt, Democrat, of California, and Mr. Roosevelt will be unable to be 
here today but did ask the privilege of presenting some written ques- 
tions which he hopes the Administrator and his staff will be able to an- 
swer. Congressman Brown is with us. Others of the committee are 
Hon. Arch A. Moore, Jr., Republican, of West Virginia, and the Hon- 
orable William H. Avery, Republican, of Kansas. I might now take 
this opportunity to introduce the members of the committee staff who 
are present today: Mr. Everette MacIntyre, general counsel of the 
committee; Mr. Richard L. Mitchell, counsel for this subcommittee. 

_ We will be pleased to hear first this morning from the Honorable 
Wendell B. Barnes, Administrator of the Small Business Administra- 
tion. We understand that Mr. Barnes has a formal statement he would 
like to present at this time. Mr. Barnes, we welcome you and your 
staff, and you may proceed as you desire. 

I might add that the committee feels a little sense of pride in some 
of its accomplishments already because I understand that Saturday 
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Puerto Rico. Dr. Wilford White will discuss this significant pro- 
gram. Dr. White is present back here. 


FINANCIAL ASSISTANCE 


The demand for the Small Business Administration business loans 
has increased tremendously in the fiscal year 1959. In the first 9 
months, 7,661 applications were received as compared to 5,144 in the 
same period of 1958. This is a rise of 48.9 percent. Except for the 
holiday month of December, the high level of activity which —_ in 
March of 1958, continued throughout the year. In March of 1959, 
applications totaled 1,083, The number of inquiries in February and 
March indicates that demand will continue high in the remaining 
months of the fiscal year. 

It is difficult to project figures on loan application activity. The 
large increase which we have experienced in business loan applica- 
tions indicates a new phase of enlarged loan activity. There are five 
underlying reasons in my mind to account for this new development. 

First, there is an increased consciousness and awareness in the 
business community and among bankers of the Small Business Ad- 
ministration and its loan facilities. The publicity surrounding the 
Small Business Investment Act has indirectly contributed to an en- 
larged loan activity by advertising our existence. 

Second, the Federal Government has made various moves to tighten 
private credit in order to combat inflation. For example, durin 
March there was another increase in the rediscount rate by the Fede 
Reserve Board. In the past, I have found that raises in the redis- 
count rate have been followed by higher Smal] Business Administra- 
tion activity. 

Third, we are in a period of vigorous recovery from the recent reces- 
sion. Small business is sharing in the recovery and many new small 
businesses are being formed as reflected by the record rate of new busi- 
ness incorporations. This, too, is increasing the demand on us for 
small business credit. 

Fourth, the acceleration in private bank credit, we might almost 
call it a boom, which started during 1955 has been in progress for 
several years now. Portfolios of private banks are now filled on cer- 
tain types of loans and most particularly on term loans which are 
normally a small fraction of the total loans of a commercial bank 
if they are made at all. Small businesses, which have the lowest 

riority on term loans, are being turned away and come to the Small 
3usiness Administration. 

Fifth, is the extremely favorable loan rate of the Small Business 
Administration as enacted in the Small Business Act of 1958, 514 
percent lowered from the previous 6 percent maximum rate. When 
the Small Business Administration commenced operations, our rate 
was above prevailing interest rates in certain areas. During the past 
few years, however, private interest rates have been moving upward 
and the favorable 514 percent rate fixed by Congress unaovie ly en- 


courages many sound small business borrowers to apply to the Small 
Business Administration. 

A counteractive force may develop in the future which will re- 
duce the number of our regular loans. The first small business in- 
vestment companies have been licensed for operation. More will 
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west: for small business bidding will be made in the near future. 
Others are in preparation. 

The Small Business Administration has been given increased au- 
thority to help small firms obtain Government research and develop- 
ment contracts, to utilize the results of research and development per- 
formed under Government contracts or at Government expense, and 
to provide technical assistance to small firms participating in re- 
search and development programs. We have established a rch 
and Development Division in the Washington office and have assigned 
research and development specialists to several of the larger regional 
offices. In this connection a program has been worked out to encourage 
and assist in the formation of small business research and develop- 
ment pools so that research and development programs that are be- 
yond the capacity of the individual small business members may be 
undertaken. 

Under our new legislation we are, of course, continuing all of the 
procurement and technical assistance programs which were established 
under the authority of the Small Business Act-of 1953. There are 17 
such functions assigned to the Small Business Administration. The 
record is one of progress in all of these. Mr. Donald A. Hipkins, 
Deputy Administrator for Procurement and Technical Assistance, is 
prepared to discuss these programs in detail. Mr. Hipkins is here, 
I would like to have him stand up. Now to go on to the next topic. 


MANAGEMENT AND RESEARCH ASSISTANCE 


The Small Business Administration management and research 
assistance programs continue as a growing source of practical in- 
formation for owners and managers of small concerns. As the mem- 
bers of this committee may know, I have established a new Office of 
Management and Research Assistance so that this important function 
of the agency can efficiently be developed to its greatest potentiality. I 
know of no program of this agency which can contribute more to 
strengthen small business and do it at less cost than management and 
research assistance programs. 

Section 602 of the Small Business Investment Act provides an en- 
tirely new program for the development and dissemination of man- 
agement and research information to the small businesses. The 
Small Business Administration is authorized to make grants to State 
agencies, State development corporations, colleges and universities 
for studies and research concerning the managing, financing, and oper- 
ating of small business concerns. The act provides that these grants 
are to be made to carry out the purposes of section 8(b)(1) of the 
Small Business Act; that is, to provide managerial aids to small busi- 
ness concerns by advising and counseling on good management prac- 
tices, by cooperating with nonprofit organizations for this purpose, 
by maintaining a clearinghouse for this information concerning small 
business management and by disseminating such information. The 
availability of these grants is limited to one within a State in any 1 
year in an amount not to exceed $40,000. Regulations establishing 
this program were issued March 13, 1959. At this time more than 
100 applications for grants for this fiscal year have been received 
from 47 of the 49 States, Hawaii, the District of Columbia, and 
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be licensed in the remainder of this year. It is possible that their 
operations will somewhat reduce the demand for the Small Business 
Administration loans although it is difficult to predict the level of 
their activity in the first year of their existence. 

Through the end of March cumulative disbursements since 
October 1, 1953, had been made by the Small Business Administra- 
tion and participating banks of $512.6 million in connection with 
11,396 business loans. To date 35 business loans have been charged 
off with a resulting principal loss of $465,814, about one-tenth of 1 
percent of the amount disbursed. At the end of March there were 
9,642 business loans outstanding. 

The Small Business Administration business and disaster loans 
being serviced increased from about 12,600 at the beginning of the 
fiscal year to approximately 15,800 at the end of March 1959. Ap- 
proximately 17,000 will be on the books by the end of fiscal year 1959 
if the present rate of applications continues and the percentage of 
applications approved remains at approximately 58 to 60 percent. 
The rate in March was 62 percent and 58 percent has been the average 
so far this fiscal year. 

Mr. Albert C. Kelly, Deputy Administrator for Financial Assist- 
ance, is prepared to expand on our financial assistance activities. 


PROPOSED AMENDMENTS TO THE SMALL BUSINESS ACT 


The Small Business Act, in my opinion, is a sound piece of legisla- 
tion. However, as one might anticipate, operation under the statute 
from time to time indicates areas for improvement. There are not 
many legislative problems since the act was reenacted in August of 
1958. 

On April 30, 1959, I recommended to the Speaker of the House of 
Representatives and the President of the Senate a number of changes 
in the act which we consider to be desirable. 

In summary, I recommended that the Administration’s revolving 
fund authorization be increased from $900 million to $1,100 million; 
that the agency be authorized to make prepayments on rentals on 
safety deposit boxes; that the Administration be required to make re- 
ports to the President and the Congress on an annual rather than a 
semiannual basis; and that certain surveys and reports presently re- 
quired by the Attorney General be eliminated. I would like to say a 
word about the need for these amendments. 

The Small Business Administration’s projection of principal busi- 
ness loan activities during the next 15 months points up the necessity 
to increase the amount of funds which are authorized to be appro- 
priated to the revolving fund and to increase the amount of the 
revolving fund which may be used to make business loans by $200 
million. It is presently estimated that business loans outstanding 
together with undisbursed loan authorizations will total $431,800,000 
as of June 30, 1959, and $553,600,000 as of June 30, 1960. In addi- 
tion, prudence requires that the agency have a reserve to cover un- 
foreseeable variations in the factors, such as volume, size of loans, and 
so forth, used in making these estimates. ; 

I have found it necessary to seek authority for the Administration 
to make prepayments of rentals on safety deposit boxes used by it for 
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the safeguarding of instruments and other documents held as security 
for loans made to small business concerns and others. The Small 
Business Administration commonly accepts bearer bonds, stock certifi- 
cates endorsed in blank and other kinds of readily negotiable instru- 
ments as collateral on its loans. These documents should be retained 
in safety deposit boxes. Such boxes are usually rented on an annual 
basis and with few exceptions banks demand payment in advance. 

On June 3, 1955, we were notified by the Comptroller General that 
section 3648 of the Revised Statutes would prohibit prepayment of 
rent on safety deposit boxes. Consequently, regional offices have been 
unable to use safety deposit boxes except when employees are willing 
to advance the necessary funds and at the end of the rental period 
claim reimbursement from the Small Business Administration. I 
have, therefore, requested authority to prepay rentals on safety 
deposit boxes. 

have also recommended two substantive changes in section 10 of 
the Small Business Act. These amendments would authorize the 
agency to report to the President, the President of the Senate and 
the Speaker of the House of Representatives on an annual basis in- 
stead of every 6 months as is presently required. In addition, the 
survey and reports which the Attorney General must make under the 
present act are eliminated. 

With the establishment of the Small Business Administration as 
a permanent agency, I believe that the need for semiannual reports 
has been substantially lessened. In view of this, as well as the unnec- 
essary expense involved, in preparing and issuing 2 reports every 6 
months, I have recommended that the Small Business Administration, 
like almost all other permanent agencies should report on an annual 
basis. We would, of course, continue to make public on a monthly 
basis our statistical reports on the Small Business Administration 
activity. 

In the present act, subsection 10(c), directs the Attorney General 
to make surveys for the purpose of determining any factors which 
may tend to eliminate competition, create or strengthen monopolies, 
injure small business, or otherwise promote undue concentration of 
economic power in the course of the administration of the Small 
Business Act. He is required to submit reports to the Congress and 
to the President setting forth the results of such surveys. This sub- 
section adds little, if anything, to the authority and the responsibili- 
ties present reposed in the Attorney General by the antitrust laws and 
other statutes. Its presence in the act serves no useful purpose. On 
the other hand, the subsection, by its peculiar wording, suggests that 
the Attorney General must exercise special vigilance over the opera- 
tions of this agency, to detect and prevent violations of law. This 
of course, was not the intent, and for these reasons, I have recom- 
mended its deletion from the act. 

The Bureau of the Budget has advised me that it has no objection 
to the presentation of these legislative changes to the Congress. 


SMALL BUSINESS INVESTMENT COMPANIES 


I would now like to review for you the highlights of the Small 
Business Administration’s activities under the Small Business Invest- 
ment Act which you recall was passed on August 21, 1958. 
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The public interest in the small business investment companies is 
gratifymg. From September 1, 1958, through January 31, 1959, the 
agency answered 13,000 letters and inquiries on the new program. In 
January alone we answered 8,000. This in itself was an enormous 
task since most of the letters had to be answered individually rather 
than by form letters. 

Proposed Small Business Administration regulations under the 
Small Business Investment Act were published in the Federal Regis- 
ter in October 1958 just 2 months and 10 days after the act itself was 
passed. The public was given 15 days during which to comment and 
make suggestions. Many helpful comments and suggestions were 
received and adopted and the final regulations were published on 
December 2, 1958. This was 314 months after the passage of the act. 

Because of the complexity of the subject matter involved in the 
Small Business Investment Act and its regulations, we felt it desir- 
able to hold meetings in various parts of the country to explain the 

program in detail and to answer the questions of persons interested 
in forming small business investment companies, or in being asso- 
ciated with them in some way. Meetings have been held now in 
Minneapolis, New York City, Los Angeles, Kansas City, Philadel- 
phia, New Orleans, and most recently in Boston on April 9. Individ- 
ual speakers have dealt with the subject at other meetings in Chicago, 
Cleveland, Pittsburgh, Dallas, and Gabvietan: In all, approximately 
10,000 persons attended these meetings and a great many indicated 
their interest in the fofmation of these new companies. 

Since December 2, 1958, we have developed application forms and 
have provided these and copies of the regulations and copies of the 
Small Business Investment Act to all field offices. We have assigned 
well-trained personnel to consult with the organizers of smal] busi- 
ness investment companies. While one or two applications were re- 
ceived by the end of December, the preliminary applications or pro- 
posals, as they are called, were not received in quantity until after 
the middle of January. 

To date, the Small Business Administration has received 67 pro- 
posals from organized small business investment companies. The 
agency has approved 34 notices to proceed; 15 companies have been 
advised to make certain amendments in their papers in order to con- 
form to the act and the regulations; 2 of these have been asked to 
submit new proposals; 15 proposals are under current review ; 2 com- 
panies have completed all their work and have been issued licenses. 
And I was informed this morning that the Small Investment Division 
took favorable action on three other companies on Saturday of last 
week, 

The time between submission of a proposal and issuance of a license 
is not entirely taken up by the Small Business Administration ac- 
tivity. The organizers of the company must devote considerable 
time with other Federal and State agencies after they receive a notice 
to proceed. Organizers of investment companies are required to clear 
with the Securities and Exchange Commission as to registration of 
their company under laws administered by the Commission. Other 
Government agencies also must be consulted in some instances. For 
example, bank holding companies must clear certain problems with 
the Federal Reserve Board. Many proponents must pursue exten- 
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sive studies of the internal revenue laws before determining the form 
of organization and the extent of activities to be en in by the 
proposed company. 

Each of the States has officials who administer the corporation, 
banking and security laws. Consequently, the organizers must devote 
considerable time with State authorities in obtaining a charter and 
in clearing any public offering of securities. 

The staff of the Small Business Administration has worked dili- 

tly in formulating reporting forms and procedures for use by the 
investment companies for licensing pu and for operations. This 
information is being keyed to the requirements of the Securities and 
Exchange Commission in order to avoid duplication and to serve the 
needs of both the Commission and the Small Business Administration, 
as well as those of the investment companies. 

The Small Business Administration staff is also collaborating with a 
committee of accountants in drafting the accounting and reporting 
forms and prneedinee necessary for regulation and examination. This 
committee has been most helpful to us in pointing out ways to simpli 
procedures and hold down accounting and auditing costs. It is 
planned to furnish the investment companies with a recommended 
manual of account classifications for their use. It is expected that this 
manual will be supplemented with legal opinions and operating in- 
structions helpful in formulating loan, investment and other operating 
policies by management. 

Separate regulations were required for the erelryeiene company 
lending programs under title V of the Small Business Investment Act, 
and these were completed and published in the Federal Register on 
December 31, 1958. Applications for loans under title V total 16 
through April 1959. Of these, seven applications have been approved 
for $855,000; one has been declined ; ae one withdrawn. All but one 
of the applications have been from local development companies, 

This, of course, is a very abbreviated statement of our activities 
under the Investment Act. Mr. Duncan Read, Deputy Administrator 
in charge of the Investment Division, will comment on our progress in 
this program. a 


AMENDMENTS TO THE SMALL BUSINESS INVESTMENT ACT 


In May 1959 I appeared before the House Banking and Currency 
Committee to discuss a number of legislative proposals designed to 
make equity capital and long-term credit available to small] businesses. 
At that time I outlined certain principles which I said should govern 
any legislation designed to supply equity capital financing. The first 
principle was that the program must be flexible and susceptible of 
cabneatied expansion. pointed out that all the proposed equity 
capital programs were essentially experimental, and that the answers 
to many of the problems raised by these proposals were not readily 
available. I stated that we nal be frank and acknowledge the 


experimental nature of these programs and that to avoid financial 
disaster to small enterprises and waste of Federal funds, it was neces- 
sary to move carefully but with a high degree of ingenuity in the de- 
velopment of the pro . I recommended, therefore, that any AY 
m considered by the Banking and Currency Committee should be 
exible and should contemplate controlled expansion of the program 
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until both the extent of the need for equity financing is disclosed and 
the techniques for meeting this need are developed. This is still my 
opinion. 

In the development of the investment program and in the organiza- 
tion of development companies it became apparent that some chan 
in the basic legislation would be desirable. This, of course, was to 
expected. As I have said, this is an experimental program. We have 
however, had many discussions with the organizers of investment com- 
panies, with banks, insurance companies and other sources of private 
capital, as a result of which we are now giving consideration to some 
changes in the Investment Act. These are not radical changes. In 
most cases they are merely technical revisions. 

Our experience to date, or rather the lack of it, does not justify the 
recommendation of any major changes. In fact, in my opinion, major 
changes would be premature and therefore ill advised and a departure 
from the principle which I cited above. 

I wei like to discuss with this committee some of the changes 
under discussion. In the interest of brevity I shall omit minor tech- 
nical changes. The first possible change is the elimination of the 
 Fowin requirement that small businesses receiving equity capital 

om a small business investment company must purchase stock of 
the investment company in an amount equal to 2 to 5 percent of the 
capital provided. 

he theory of compulsory stock purchases by small business con- 
cerns was to reduce indebtedness of the investment company to the 
Government and thus gradually to lessen Government participation 
until the program ultimately rests solely on private capital. Its un- 
eens with prospective investment companies as well as small 
usiness concerns threatens to create a major obstacle to the program. 
The investment companies do not welcome the prospect of gradual 
dilution of their ownership. In turn, small business concerns have no 
desire to invest in the stock of the investment companies. To them, 
the compulsory purchase provision represents unnecessary loading 
charges which deprive them of the full amount of capital furnished 
by the investment companies. 

The next revision we are studying would provide a variety of 
avenues for small businesses to receive equity capital. As the act 
presently is written, investment companies may finance small firms only 
through the medium of convertible debentures or through loans or as a 
combination of both. It may be that investment companies should be 
authorized to provide equity capital not only by the purchase of con- 
vertible debentures but by the purchase of debentures with detachable 
stock warrants, the purchase of stock or any other device that the 
Administration approves. 

We have been advised that the lack of flexibility under the act has 
been a serious deterrent to the formation of small business investment 
companies. Several instances have come to our attention of persons 
financially able and interested in forming small business investment 
companies who believe that an investment company restricted to the 

urchase of convertible debentures callable by the borrower and to 
ong-term loans will have difficulty in finding a market for these in- 
struments. However, if the financing could also be furnished through 
the medium of: (1) convertible debentures with the terms of redemp- 
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tion epee rather than fixed by statute; (2) debentures with 
detachable stock purchase warrants and with negotiated redemption 
terms; (3) preferred stock with negotiated redemption features, and 
with or without participating or conversion features; (4) common 
stock, it appears to us that the marketability of such securities would 
in every instance be materially improved and in many cases the eligi- 
bility requirements for purchase Dy trust funds, endowment funds, 
pension funds and insurance companies might be met. It would ap- 
pear that this subject matter can best be handled by administration 
regulations which is now precluded by the act. 

Also in the interest of adding flexibility to the investment program, 
we are considering the elimination of the statement presently in the 
act that the furnishing of equity capital must be a “primary” function 
of the small business investment companies. This requirement has 
caused difficulty in the case where possible investment companies have 
come to us with constructive programs for financing small business 
placing major emphasis on long-term loans as distinguished from 
securities involving the borrower’s equity. We believe that such 
programs can be useful and should be encouraged. 

The balance of the amendments which we are studying are of a 
technical nature. We are considering the deletion of the present 
authority of investment companies to act as depositories or fiscal 
agents of the United States. It appears that this authority is un- 
necessary, and its presence in the corporate charters has raised ques- 
tions among State authorities as to whether these companies should 
not be compelled to comply with State banking laws. It also has 
been suggested that the act be changed to facilitate the purchase of 
stock in small business investment companies by national banks, by 
other members of the Federal Reserve g stem and other nonmember 
insured banks. This revision would be designed to eliminate certain 
questions raised by the Federal Reserve Board on the formation of 
et age companies by bank holding companies and their sub- 
sidiaries. 

Mr. Patman, as you know, has introduced H.R. 6594, a bill— 

To create a Small Business Capital Bank System, under the supervision of the 
Small Business Administration, to increase the availability to small business 
of equity and long-term capital where such capital is not available on reasonable 
terms from existing sources, and other purposes. 

We have examined this proposal with a great deal of interest. The 
legislation clearly indicates that it is the result of much thought and 
much hard work. It contains, I think, some meritorious ideas. I 
am not in a position, however, to recommend adoption of this pro- 
posal, either in whole or in part at thistime. This does not necessarily 
mean that I am critical of the proposal, but merely that our experience 
under the Investment Company Act to date has not been such as to 
warrant or justify recommending the enactment of the far-reaching 
and complex legislation introduced by Mr. Patman. Similar pro- 
posals were before the Congress during the last session. I did not 
recommend them at that time and I do not recommend them now be- 
cause I firmly believe that a sound small business equity capital and 
loan program must be developed gradually until some of the funda- 
mental problems of such a program are resolved. 

In conclusion, I sincerely appreciate the opportunity to appear be- 
fore this committee. I shall now be glad to answer any questions 
or supply such additional information as the members may desire. 
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Mr. Evins. Thank you, Mr. Barnes. That is certainly a very com- 
prehensive and interesting statement. You have given us, I am 
sure, as quick and full a review as possible under the time limitations. 
Of course, you pointed out, and we know, that the Small Business 
Administration has been made a permanent agency. That is a matter 
in which this committee and the small business economy of the Nation 
have been interested for a number of years; and now that it has been 
accomplished there should be a degree of sense of security for the 
Administration and this should give strength to the Administrator 
and those backing the Administration to implement the declared 
policies of the Congress. 

In our hearings years ago, as we went about the country, we had 
many points of view and problems presented to us by small business- 
men of all persuasions. We asked then: What do you need? What 
are your premenee What can we do as the § Business Com- 
mittee? They told us, “We need a permanent agency to help us.” 
They said that they need a one-stop place to go for help. Many 
people said that they are sent over to the Department of Commerce and 
then to the Small Business Administration which was on a tem- 
porary basis. They told us, “We need a permanent agency where we 
can be given action and not be given the esa ah the Govern- 
ment.” We now have that agency. The Congress provided a meas- 
ure of tax relief. We set up a small business investment company to 
make long-term capital and equity loans. When the enactment was 
passed, it was heralded in the press as one of the most significant, one 
of the most far-reaching, and one of the greatest enactments.in behalf 
of small business since the Reconstruction Finance Corporation. 

We think that we have given the Administrator the tools to do 
the job, but we recognize that even after we passed the legislation 
that there are administrative difficulties and redtape. I suppose if 
we were sitting in your position we would encounter these admin- 
istrative problems, too. But to some it has been rather disappointin 
that the policies established by the Congress have not been declar 
more affirmatively and a lot more affirmative action has not been taken 
in them in view of the long, laborious actions that have been taken 
by the Congress on these measures. I may point out that there are 
some who have been disappointed. 

I want to say that this committee wants to uphold you. This 
committee wants to support you, Mr. Administrator. Yours is. a 
permanent agency of Government now. We are not going to be able 
to support. the Administration entirely unless it takes an affirmative 
and a poste approach to these problems and a sympathetic ap- 

roach. 
" Mr. Barnes. Mr. Chairman, might I say something on which you 
have just spoken? | 

Mr. Evins. Yes. 

~ Mr. Barnes. I would like to make available to the members of the 
committee a pamphlet which reviews the small business activity in 
the Government at the present time. It is a penpals that is about 
3 months old but it enlarges not only what the Small Business Ad- 


ministration itself has done but in some areas I am sure anyone would 
agree that we can work most effectively if we have the other depart- 
ments carry on some activities themselves. In other words, we can- 
not replace the activities of the General Services Administration in 
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their functions and the Atomic Energy Commission and the various 
ree agencies and departments that have functions assigned by the 

n. 

So that we have worked diligently within the executive branch to 
make certain that there is some thought given in the development of 
the program of other departments to small business. I would like to 
offer this to the committee and it may be made a part of the record 
or not, as you determine. But one of the ways that we work with 
other agencies and departments is through serving on interagency 
committees and interdepartmental boards so that the Small Business 
Administration’s viewpoint can be represented at the time the policies 
and decisions are made. 

I would also like to supply as an exhibit for inclusion in the record 
a list of the boards and activities and committees wherein membership 
is held and where the Small Business Administration, either through 
the Administrator or one of the officials, has membership and thus does 
represent the Small Business viewpoint in broad activities in which 
there may be several departments involved. 

Mr. Evins. We will certainly be pleased to receive those documents 
for the committee’s consideration and if not too voluminous, for 
inclusion. 

Mr. Barnes. No, that is maybe a page or so. 

Mr. Evins. That may be received and included in the record at this 
point. 

(The matter referred to is as follows :) 


SBA REPRESENTATION ON INTERAGENCY COMMITTEES 


President’s Cabinet Committee on Small Business 
Department of Defense Staff Under Directive 4100.10 
Sponsoring agencies: Department of Defense and SBA 
Establishment and Review of Expansion Goals (ad hoc) 
Sponsoring agency: Office of Civil and Defense Mobilization 
Executive Reservists Committee 
Sponsoring agency : Office of Civil and Defense Mobilization 
Industry Advisory Committees (Business and Defense Services Administration, 
Sponsoring agency: Department of Commerce 
Inter-Agency Task Force for Review of Government Procurement Policies and 
Procedures 
Sponsoring agency : General Services Administration 
SBA is represented on the following subcommittees: 
Definition of Small Business 
Federal Procurement Regulations 
System (Codification) 
Research and Development Contracting 
Contract Patent Policy 
Small Business Set-Aside Program 
Subcommittee on Financing 
Subcommittee on Labor 
Subcommittee on Urban Renewal 
Committee for Rural Development | 
Sponsoring agency: Department of Agriculture 
Interdepartmental Rural Development Program Working Group 
Civil and Defense Mobilization Board 
Sponsoring agency : Office of Civil and Defense Mobilization 
Mobilization Plans Group 
Committee for National Conference on Nursing Homes for Aged 
Sponsoring agency : Department of Health, Education, and Welfare 
Committee on Economie Impact of Navy’s Ship Disposal Program 
Sponsoring agency : Departinent of Commerce 


41487—59— pt. 1——--2 
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Committee on Surplus Manpower 


Sponsoring agency : Office of Civil and Defense Mobilization 
Defense Facilities Maintenance Board 


Sponsoring agency : Office of Civil and Defense Mobilization 

Advance Payments 

Subcontract Clauses 

Architect and Engineering Services 

Synopsis of U.S. Government Proposed Procurement, Sales, and Contract Awards 

Availability of Procurement Specifications 

Inter-Agency Communicators Advisory Committee 
Sponsoring agency : Office of Civil and Defense Mobilization 

Interdepartmental Committee on Radiation Preservation of Food 
Sponsoring agency : Department of Defense 

Advisory Committee on Qualifications of Personal Property Auctioneers 
Sponsoring agency : General Services Administration 

Virgin Islands Corporation 

U.S. Civil Service Commission’s Interagency Advisory Group 
Sponsoring agency: U.S. Civil Service Commission 

Interagency Emergency Readiness Group 


Sponsoring agency : Office of Civil and Defense Mobilization 
National Damage-Assessment Staff 

Sponsoring agency : Office of Civil and Defense Mobilization 
Interagency Task Group on Production Equipment 

Sponsoring agency : Office of Civil and Defense Mobilization 
Interdepartmental Materials Advisory Committee 

Sponsoring agency : Office of Civil and Defense Mobilization 
National Outdoor Recreation Resources Review Commission 


Mr. Evrns. Running hurriedly through your statement you speak 
of property sales between divisions. Have any of the properties that 
have been sold or disposed of been made available to small business? 
What success have you had in that particular field? 

Mr. Barnes. We have set up the department and have concluded 
—— with all but one of the departments to handle major sales 
of surplus property. That is the Forestry Service and the Depart- 
ment of the Interior which are particularly concerned with timber 
lands which the Government makes available on a bid basis. In this 
particular phase of the program the first set-asides have been made 
and there has been bidding the first part of May and I am not certain 
of the exact date. But that program is well underway. There has 
been cooperation and helpful activity by the two departments con- 
cerned with the timber sales. We have concluded agreements as I 
recall with the Agriculture Department in connection with their For- 
estry Department and other surplus sales, with the Interior Depart- 
ment and with the General Services Administration and we are in 
the final stages of negotiations with I think the Defense Department. 
So “4 have three agreements, I think it is, and are working on the 
fourth. 

Mr. Evrns. Under section 602 of the Small Business Investment 
Act the Small Business Administration is authorized to make grants 
to State agencies. In your statement you leave out the first section of 
the language of this section which says, I believe, “to States” but we 
will go into that later. There have been no grants made under this 
portion of the act ? 

Mr. Barnes. No. The proposals have been received, as I indicated. 
We have a committee of objective and informed advisors that are 
reviewing those proposals and who give us their recommendations 
as to which ones are the most meritorious, and we expect before the 
end of the fiscal year to make the first series of grants under the pro- 
gram, a complete series of grants and they will all be done at one time, 
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Mr, Evins. Under the Financial Assistance Branch you point out 
on page 4 the large number of loans made and the high level of 
activity. Could you tell us just offhand in round figures how many of 
the loans have been sold or disposed of or marketed to other institu- 
tions? If you would supply that for the record it would be sufficient 
at this time, the amount of loans made and disposed of. 

Mr, Barnes. In actual fact it is a comparatively small number, but 
I will supply that for the record. 

(The matter referred to is as follows:) 


Loans SoLtp oR OTHERWISE DISPOSED OF TO PRIVATE INSTITUTIONS 


In line with its policy of assisting the small business owner to establish and 
maintain a normal bank-customer relationship, the Small Business Adminis- 
tration offers for sales its seasoned loans. In all cases the borrower’s bank of 
deposit is given the first opportunity to purchase the loan. Including deferred 
participation loans where the bank has taken over the entire loan and thus 
relieved the agency of its liability, through December 31, 1958, there had been 
151 loans sold to or refinanced by banks. The amount disbursed.on these loans 
was $8 million and the unpaid principal balance at the time of disposition was 
$5 million. 

Mr. Evins. You mentioned the extremely favorable loan rate as 
contained in the act. I believe the act provided the maximum interest 
that might be charged and you have adopted the maximum rate as 
authorized by statute, is that right ? 

Mr. Barnes. Yes. 

Mr. Evins. I know that the committee might want to consider that 
matter further. The committee will want to return to the financial 
assistance but this morning we want to consider the Small Business 
Investment Act of 1958. You were able to get your regulations pro- 
mulgated finally about December of 1958 ? 

Mr. Barnes. Yes, sir, 

Mr. Evins. After the enactment in January ? 

Mr. Barnes. In August, sir. 

Mr. Moore. Was the enactment in January or August? 

Mr. Evins. In August. You certainly correct me if I am wrong 
and I get my dates wrong. The act was passed in August and the 
regulations were promulgated finally in December. 

ow this is not necessarily one individual’s point of view but that 
of another and I hand you—well, I hold in my hand a 10-page enact- 
ment of Small Business Act of 1958. Here is the enactment of Con- 
gress and I hold in the other hand this document, and I have not 
counted the number of pages, which is the regulations issued. There 
is quite a contrast. It is in large — but that is one of the principal 
objections which has been raised to what has been done in imple- 
menting this statute, the detailed regulations that have been issued 
thereunder. 

Mr. Barnes. May I say a word on that ? 

Mr. Evins. Yes. ‘ , 

Mr. Barnes. A careful reading of the act will show that in place 
after place the actual statement in the statute was saying, “As shall be 
determined by regulations of the Small Business Administration.” 
There is a direct congressional instruction to implement the statute by 
regulations. It is certainly not my desire to have om or complex 
regulations. I think regulations should be helpful. They should 
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clarify as far as possible any statutory enactment and should give to 
the public an idea of what will be required by the administrative 
tribunal as operating under the act. ; 

Mr, Evins. I certainly commend your action in holding the panels 
throughout the country to explain the act. I have attended some of 
those myself and I am sure they were helpful and provided a great 
deal of information, and it was very worth while in that regard, I 
personally feel. , 

It has been my impression that there were a great many more appli- 
cations for charters filed than your statement indicated. You say that 
67 ere came in. There have been statements in the press that 
perhaps 1,000 inquiries had been made. There was such a tremendous 
interest in it immediately after the enactment and the press said that 
more than 1,000 inquiries or 1,000 applications came in, but your 
statement indicates that there are only 67 actual proposals received. 

Mr. Barnes. Yes. There have been, as in any new p ,a 
many inquiries as to what the requirements are, and various types of 
- inquiries. Some of them have been received from borrowers, not from 
persons planning to organize companies. I would say probably half 
of our correspondence has been from firms that hope to obtain financ- 
ing from companies after they were formed. The 67 are the actual 
formal applications. There are considerably more than that that are 
in process of formation, but it must be realized that the formation of 
a great many of these companies across the country is in effect an- 
other banking system. It is the formulation ofa great many financial 
organizations and this activity is not undertaken lightly by business- 
men themselves. I have consulted with them almost daily since the 
act was passed. A businessman or a financier that intends to form 
one of these companies doesn’t do it by writing a letter and getting 
permission. He wants to have a clear understanding of the regula- 
tions with respect to the companies and how they will operate and 
then he wants to talk to other investors. 

Mr. Evins. Wouldn’t you say that although there was great en- 
thusiasm for the objectives of what the act might accomplish in the 
way of providing long-term capital and equity capital, that when the 
businessmen of the country got into the matter of forming a company 
they were not given, shall we say, encouragement but rather discour- 
agement? They were seeing the difficulty, the redtape, the many 
problems. Were they given an encouraging approach to the statute 
or, after they inquired into it, were they so discouraged that they 
failed to file application? You can tell us the facts because we want 
to know for the record. There was'such great hope for this enactment 
and then when they got into it they were discouraged. What has been 
your experience? What did you tell them? 

Mr. Barnes. I would not in any way say that that was our activity. 
Actually we have done everything possible to’ encourage people to 
formulate companies. We have tried to make it as easy as possible 
by explaining the principles involved. 

Mr. Evins. I appreciate your statement. 

Mr. Barnes. We have answered their questions, but this is a busi- 
ness decision that a man must make himself as to who he is going to 
have with him in a company and where they will operate and ed 
they will operate. 
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The normal time involved in such an activity is possibly 3 or 4 
months of consultation among the people that are starting the com- 
panies. I am not at all discouraged about the number of applications 
that are being filed. Every day I hear of a great many that are being 
planned but they are either searching for a manager, they are deter- 
mining the exact plans, the papers are in process of work by the at- 
torneys 2nd accountants. 

We ask for instance that the companies give us a sort of letter of 
intent so that we would have an idea of how many were being formed 
or in what particular area if there were several companies being con- 
sidered, and as I recall there were more than 100 such letters received, 
but even beyond that one continues hearing of companies that are 
being organized but in which no papers have been filed with us. 
They have received our regulations and have received their forms and 
are in the process of forming their companies. 

I would not agree at all that the regulations are complex, undul 
complex for this type of activity or that there is a considerable 
amount of redtape involved. Let me explain exactly what the situa- 
tion is. We have seen for instance one of the early companies that 
was formed which was formed by an attorney in a Midwest State that 
had never conferred with us in person. He merely took the statute, 
took the regulations, took the Siem, took the instructions and sat 
down and did his homework. He did it himself. He read it through 
and filed his papers and we had practically no comments or criticisms. 
This was one of the earlier companies that was formed. 

Mr. Evtns. Is that one in Minneapolis? 

Mr. Barnes. Yes, sir. 

Mr. Evins. To date you have approved licenses or issued charters 
for six small business investment companies? 

Mr. Barnes. Seven companies. 

Mr. Evins. Has there been another one? 

Mr. Barnes. Let me elaborate on this just a little bit what I was 
saying, Mr. Chairman, before we go to another line of questioning 
if I may. 

When this started, when this act. was passed, it actually took us just 
10 days more than 2 months to get out our first draft of the regula- 
tion. We were trying to have regulations that were, as I said earlier; 
that would clarify the policies and that sort of thing. We then let 
the public have an additional 30 days. We actually gave them 15 
days but several people said, “Give us a little time to get our reports 
in.” We received lengthy briefs from trade associations and from 
reputable firms of attorneys that were working on cases, from ac- 
countants as well, and we took these suggestions seriously. We re- 
viewed our regulations and in many cases adopted some of the changes 
that had been suggested in the first proposed regulations that we made 
public. That means that we actually adopted the regulations in 3 
months. This is to me a reasonable time in the light of similar ac- 
tivity. 

ea instance I see Interna] Revenue Service regulations adopted in 
February where maybe the legislation was passed last summer and 
at the time other banking systems have been set up, such as the one 
in the Agriculture Department. It has been normal to take 4 or 5 
months to write the lation and to hold hearings around the coun- 
try on the regulations themselves. 
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As a matter of fact, not this committee but at least two of the other 
committees that hold hearings on this—and we don’t expect to get 
regulations out until after the first of the year. 

r. Evins. I think that is a very good point. We have referred to 
the fact that we established the farm banks and the farm credit banks, 
and I don’t know what was the time lag between the passage of the 
statute and the getting of these Federal land banks and credit financial 
institutions chartered. That would be very worthwhile to place in 
the record at this point because we are frequently comparing the Small 
Business Administration to them. 

Mr. Barnes. I cannot give you the exact information but I was 
informed that in one of them it was at least. 11 months before they 
adopted the final regulations. 

Mr. Evtns. We did feel that there was a more critical situation 
here and we were impressed more with the difficulties that the small 
business community found itself in. 

Mr. Barnes. We did too and then we got them out in 3 months. 

Mr. Evins. Let us say that the act has been on the books about 10 
months now and until shes hearings were announced there were two 
companies chartered and then one was announced, making three and 
then on Saturday three more were announced, making six, and we are 
pleased that you could tell us of another one this morning making seven 
in 10 months and the act has been on the books 10 months and seven 
companies have been chartered to date. 

Will you supply for the record the names of these companies and 
their locations at this point ? 

Mr. Reap. Yessir, I can give you the names. 

Mr. Evrys. You can give them orally now or you can supply them 
for the record. 

Mr. Reap. I can mention that one of them is in Minnesota, one in 
Atlanta, one in Bloomington, one in Washington, D.C., one in Balti- 
more, one in Boston. 

Mr. Evins. Will you supply the names for the record ? 

(The matter referred to is as follows:) 


LIcENSED SMALL BUSINESS INVESTMENT COMPANIES (THROUGH May 11, 1959) 


1. First Small Business Investment Co. of New England, Boston, Mass. 
2. Allied Small Business Investment Co., Washington, D.C. 

8. United Small Business Investment Corp., Baltimore, Md. 

4. Citizens and Southern Small Business Investment Co., Atlanta, Ga. 
5. Bloomington Small Business Investment Co., Bloomington, Ill. 

6. First Midwest Small Business Investment Co., Minneapolis, Minn. 
7. The Third’s Small Business Investment Co., Nashville, Tenn. 

Mr. Barnes. You will recall that these companies, after we have 
given them a notice to proceed may obtain their charter from State 
authorities and if they are unable to obtain a charter they will re- 
turn and we will issue them a Federal charter. We have not had any- 
thing but a cooperative attitude on the part of the State authorities 
but there are some 50 different State groups that have to become fa- 
miliar with this legislation, with the regulations and knowing what 
these companies plan to do. We have corresponded with all of them. 
Many of them have had problems which they solved by introducing 
legislation. In one or two States they were actually precluded from 
chartering these companies until certain legislative changes were 
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made. Well, the State authorities indicated they were introducing 
legislation and the companies in those States would delay until the 
legislation was passed. This has occurred in several different States. 
Then the first companies to go usually through a State for chartering 
purposes, they usually had opinions from their attorney general and 
other problems which they had to meet, chiefly whether they would 
organize them under the banking laws of the State or under the gen- 
eral corporation laws and we have urged that they be under the gen- 
eral corporation laws. I cannot tell you that we have had any trouble 
or problems with State authorities. They have been very cooperative 
and have been anxious to amend their own laws or get on the books 
some laws or get opinions from their attorney generals that would 
authorize the formation of these companies. We have noticed that 
the second and third companies which make the request go through 
much faster than the first one does. 

Mr. Evins. What has been your experience with respect to the State 
and local development companies? If you want to amplify what you 
have said other than what is in your statement you may do so for 
the record. 

Mr. Barnes. All right, sir. With the States development compa- 
nies, as you know there are some 16 States that have statutes author- 
izing such companies. There are seven or eight that have corpo- 
rations actually organized and in operation, and most of those can- 
as take advantage of this law until they have statutes in their own 

tate. 

Mr. Evins. Is it your view that that section of the statute should 
expire in 1961? 

Mr. Barnes. I am talking about the State development credit com- 
panies. It is only the authority to make loans to local companies that 
expires in 1961 and I was going to come to it ina minute. The State 
companies, most of them cannot apply for this financing until] they 
change their charter and their charters are enacted in almost every 
instance by the State legislature. Some of the States have introduced 
legislation to support the charters and this is beyond our control. We 
have worked with them. We received one application last week from 
the State development credit company in Rhode Island. We have not 
had time to process it yet and after the others they must decide them- 
selves whether they want to change their charters and come under our 
program. There are reasons why they might not want to do it that 
are perfectly sound reasons from their point of view. 

In other words, if they are adequately financed under the present 
charter they are not restricted in their financing activities in dealing 
with smal] business. But under this program this is a small business 
program. At least to the extent they receive this financing it must be 
devoted to smal] business activities. This is up to the Governor and 
the directors of the companies. 

Mr. Evins. I know there is provision in each of the States to 
develop their own companies, but this was intended to implement and 
cooperate with and toassist. I would think that the limitation on them 
is entirely too short.. You did not include a recommendation to extend 
the time, and I might add the conversion feature. Wouldn’t you 
think there should be an extension of the dates there? 
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Mr. Barnes. I was going to discuss the local development com- 
panies. We have not had any problem or anything other than the 
credit matters which came up in dealing with the applications of the 
local development companies. There is a very real interest on the part 
of the local development companies which of course are organized 
under the general corporation laws of the States, usually. Most of 
these applications are from these companies. I do not 
extension of the time at this time because there is still another year 
during which the Congress can review it and ascertain next spring 
if it is time to review it. But there are some 2,000 of these companies. 
We have received, as I said, 14 or 15 applications from them. I would 
think it would be a better part of wisdom to let them determine their 
own time. ; 

Mr. Evrns. I am going to defer to my colleagues, but I notice you 
wanted to delete the use of the word “primary” with res to func- 
tion. You want them to take out the word “primary.” That was 
one of the basic intents of the act, that the primary function of the 
small business company is to give long-term credit and capital and 
now we will take out that word and shall say that the purpose of it 
shall be for the company to make—— 

Mr. Barnes. No. The purpose is to make equity capital avail- 
able and long-term loans. 

Mr. Evins. Why delete the primary intent? 

Mr. Barnes. Our attorneys advised me that as long as the word 
“primary” is in there if a company is formed it must be or- 
ganized so that it may finance both ways. It must take equity capital 
fmancing through the purchase of convertible debentures or make 
long-term loans. We have had one or two companies that plan to do 
only long-term financing. They are connected with an industry and 
will finance the acquisition of equipment. They don’t intend to buy 
any convertible debentures at all. 

Mr. Evins. That may be the intent of an individual businessman 
or the intent of a specific company, but the intent of Congress was 
that the primary function was to make long-term capital and equity 
capital available. We know that certain segments of big business, 
and properly so, do have access to capital in an abundant supply. But 
under the banking laws small business is restricted as to the amount 
of the loan and the time of the loan and there was a need for an inter- 
mediate source of credit. If you take out the primary function of the 
enactment it would divert the purpose to some other purposes. Law- 
yers disagree. I may not agree with your counsel on that. 

Mr. Barnes. I do not make any particular point of it. If Congress 
doesn’t want to change that I would certainly defer to your thought. 
I have found some companies that we talked to and we have had 
to insist that they put in their charter and in their application that 
they are going to finance both ways, both routes and they would have 

referred not to and if Congress believes that they should continue to 

in there, that would be all right with me. 

Mr. Evrns. We are very much interested in seeing the Small Busi- 
ness Administration do an effective job and we want to cooperate 
and uphold your hands to this end. We feel that these hearings will 


serve a useful purpose to that end. I will yield to my colleague, Mr. 
Brown. 








OPERATION OF THE SMALL BUSINESS ADMINISTRATION 21 


Mr. Brown of Missouri. Thank you, Mr. Chairman. This is the 
first time that we have been able to get together since Congress passed 
the Small Business Investment Act and, as far as I am concerned, that 
is the primary interest in these hearings. As you know, this com- 
mittee was right there when this act was born and, in fact, many of 
us were there when it was just a gleam in the father’s eye. We 
sweated out every motion and word. We felt we were passing an act 
of great potential benefit to the free enterprise system in this country. 

After we got it through the Congress I am sure the first step you 
took was to hire a management team to translate it into action. 
Whom did you hire? Are those men here? 

Mr. Barnes. Some of them are. Many of them have been trained 
and assigned to the field offices. 

Mr. Brown. ‘Could we talk to a couple of these gentlemen who are 
running this thing with you? I would like to see the men that will 
handle the “baby.’ 

Mr. Barnes. I would like to have the pleasure of introducing Mr. 
Duncan H. Read, Depncy Administrator in charge of the Invest- 
ment Division. 

His assistant is Mr. Ralph Farnum who is the Acting Director of 
the Investment Division. 

Mr. Brown. Would you ask them to come up and sit by you? I 
would like to ask them some questions if I may. 

Mr. Barnes. Yes, sir. Mr. Read has had long experience in the 
investment banking field and was a naval officer during World War II 
and then following the war has been living in Middleburg, Va. 

Since 1950 he was president of the Middleburg Bank, a small! but 
very good bank in Middleburg. 

Mr. Brown. Mr. Read has had quite an illustrious career. Before 
we go to Mr, Farnum let us hear a little more about you, Mr. Read. 

Mr. Reap. Just my financial affairs and activities? 

Mr. Brown. How did you start out in the financia] community ? 

Mr. Reap. I went back to college after the First World War, and 
from 1921 to 1931 I was in Dillon, Read & Co. in the selling end and 
other activities in that firm. 

Mr. Brown. You went directly into an investment bank out of col- 
lege, is that right? 

Mr. Reap. That is right, an investment underwriting firm. 

Mr. Barnes. Mr. Read is modest. He was a naval aviator in World 
War I and had Naval License No. 143, I believe. 

M.r Brown. You mentioned the firm of Dillon, Read & Co. Is 
this the firm of our distinguished, Secretary Dillon of the State De- 
partment ? 

Mr. Reap. That is right. 

Mr. Brown. Prior to going into the investment underwriting busi- 
ness did you occupy any official position with any small business firm, 
Mr. Read ? 

Mr. Reap. That was my first business activity. 

Mr. Brown. When did you retire from Dillon, Read & Co.? 

Mr. Reap. Eventually, yes. 

Mr. Brown. When did you retire from Dillon, Read & Co.? 

Mr. Reap. That was the end of 1930, I think, or 1931. 
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a. Brown. Could you tell us a little about what you went into 
then 

Mr. Reap. Yes, I took a year off and went to Europe and got 
married. When I returned I me an officer of the Fiduciary Trust 
Co. in New York City. 

Mr. Brown. That is a commercial bank? 

Mr. Reap. No, it is a trust company devoted exclusively to the 
management of the investments of private individuals and trusts. 

I did a great deal of statistical and analytical work and learned 
something about trust administration from 1934 until I went into the 
Navy in 1942, a period of 8 years. 

Mr. Brown. In the Fiduciary Trust Co. were you dealing primarily 
with investments in smal] business, Mr. Read, or with big business? 

Mr. Reap. I was dealing in securities eligible for investment of 
trust funds. 

Mr. Brown. That would be securities that are readily negotiable 
and those in the larger firms. 

Mr. Reap. Mostly; yes, sir. 

Mr. Brown. After the war you went into the commercial banking 
business ? 

Mr. Reap. I was elected president of this country bank in Middle- 
burg, Va., and I resigned that position in December to become Mr. 
Barnes’ Deputy. 

Mr. Brown. Thank you,sir. Now Mr. Farnum. 

Mr. Barnes. In the investment business they use the words statisti- 
cal and analytical and that means that the work is largely concerned 
with reviewing potential investments for the potential investor. 

Mr. Brown. I think I understand that. 

Mr. Evins. Mr. Avery. 

Mr. Avery. Will the gentleman yield for a short question ? 

Mr. Brown. Yes. 

Mr. Avery. What is the capital stock of this bank in Middleburg, 
Va., Mr. Read ? 

Mr. Reap. It is now $290,000. 

Mr. Avery. All those loans in that bank are largely rural loans or 
re loans from the metropolitan area, or what type of loan are 
they 

Mr. Reap. Well, there are four classifications. There are unsecured 
loans, real estate, collateral loans or automobiles, farm machinery 
loans, inventories of gasoline stations, cattle dealers, livestock loans. 
Those are the four categories. The limit of the loans since—— 

Mr. Evtns. This is a typical small commercial bank? 

Mr. Reap. That is right. 

aes Baows. Mr. Farnum, would you give us your background 
please ? 

Mr. Farnum. I graduated from the Wharton School of Finance 
and Commerce of the University of Pennsylvania in 1928 and then I 
went into a training school of the Electric Bond & Share Co. as an 
auditor. They had some trouble with their budget and we did not get 
paid for a couple of months which made it rather difficult and just 
about the time that I was to get paid I found a job in the brokerage 
business in Wilmington, Del., and I went to this firm in Delaware and 
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sold bonds and stocks in Delaware and in the northern Maryland area. 
I had very little success at that. 

Mr. Brown. During that period did you handle new issues for 
small businesses of any kind ? 

Mr. Farnum. We handled one issue for the Warner Sand Co. 

Mr. Brown. Did you help to formulate that ? 

Mr. Farnum. Very little. I was strictly a junior employee. 

Mr. Brown. Please continue, Mr. Farnum. 

Mr. Farnum. I was not too happy as a salesman. I could not make 
a living. I did not see much future in it and I got a job with the 
Department of Banking of the Commonwealth of Pennsylvania and 
was a bank examiner when the depression hit and we closed so many 
banks I worked myself out of a job. 

So the depression was on at its peak at that time and you could 
not find a job for love or money, but I had a couple of dollars saved 
up and the Harvard Business School had a special course starting 
in the middle of the semester and running through and eatching up 
with the class the year before, and I went up and attended that school 
and did not complete the course and I found a job finally. I caught 
up with the course ahead of me and got a job with the Corn Exchange 
Bank where I remained for approximately 9 years. I think until 
the war came along and then I went in the service with the Air Corps. 

Mr. Brown. Your experience, generally, after the brokerage firm 
was in the commercial bankin field. 

Mr. Farnum. Commercial banking field, yes, sir. 

Mr. Brown. May I ask both of you a couple more questions ? 

Mr. Farnum. I had some other experience after that. 

Mr. Brown. Oh, excuse me. 

Mr. Farnum. After I came back from the war I was supposed to get 
my job back with the bank but they wanted me to sell trust accounts 
and I could not see any future in that and I got a job in the Recon- 
struction Finance Corporation and I was makin ion at the time 
and I saw the end of that in sight and I jumped over to the Small 
Business Administration and I have made loans in Kansas City and 
I have had an office in Scranton, Pa., and I have made several hundred 
small business loans through Pennsylvania, south Jersey, and Dela- 
ware. 

Mr. Brown. I am glad to have that information. Both of you have 
had quite a bit of experience. Have you ever been an officer of a small 
business concern ? 

Mr. Farnum. Yes, sir. 

Mr. Brown. Would you tell us about that ? 

Mr, Farnum. That was a very unhappy experience. We had five- 
eighths of an acre under glass called the Great Eastern Greenhouses 
at Mullica Hill, N.J. We had too many chiefs and not enough 
Indians. 

Mr. Brown. Were you one of the chiefs or one of the Indians? 

Mr. Farnum. I was a chief. We were all chiefs except for one 
Indian. 

Mr. Evtns. You have had the experience of a good many small 
businessmen of having gone broke. 
Mr. Farnum. Yes, sir. 
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Mr. Brown. What was your 2 in the company ? 

Mr. Farnum. I was vice president, I guess. I went over to New 
York to arrange an outlet for this beautiful tomato crop and we 
were all set to make our fortunes on that, but it did not transpire. 

Mr. Brown. Mr. Read, do you feel that there is a genuine void in 
the financial community insofar as sources of long-term loans and 
equity capital for small business are concerned ? 

Mr. Reap. I do, yes. 

Mr. Brown. On the basis of earnings vis-a-vis capital investment, 
do you think a good small business concern can earn as much propor- 
tionately as a good big business concern ? 

Mr. Reap. It depends entirely on the management. 

Mr. Brown. We are talking about a good business in each category ‘ 

Mr. Reap. I can only say it depends on the ability of the manage- 
ment, the nature of the business and the qualification of the salesmen, 
the management, the cost accounting and all that kind of thing. 

Mr. Brown. Mr. Farnum, you have had a most cee experi- 
ence and you have been an official in a small business. Would you give 
me an answer to this question ? 

Mr. Farnum. I would like to have the question repeated, sir. 

Mr. Brown. Repeated ¢ 

Mr. Farnum. Yes, please. 

Mr. Brown. On the basis of earnings vis-a-vis capital investment, 
do you think a good small business concern can earn as much as a 
big business concern ? 

r. Farnum. Proportionately I think it can earn as much or more. 
I think there are certain things in big business that are inherent that 
have an inherent effect on the profit margin so that the little fellow 
can profit by that. 

r. Brown. When you gentlemen were hired—and we have the 
key team right here—I assume one of the first things you did was to 
try to interpret this law and promulgate the regulations? 

Mr. Barnes. Mr. Brown, Mr. Read came with us the latter part 
of December and we had been working since August on the regula- 
tions. It is true that as I recall we were in the final stages of nego- 
tiations about his employment and he did see a copy of the regula- 
tions a month or so before that. 

Mr. Brown. He was just coming into the organization and did not 
get to participate in the formulation of these things. 

Mr. Barnes. They were adopted on the 2d of December and his 
employment was on the 15th of December. I don’t want to hold him 
responsible for the regulations. Blame me. 

Mr. Brown. Do I understand you correctly, Mr. Barnes? We have 
a man who is in charge of this division and you don’t want to hold him 
responsible for the regulation? | 
Mr. Barnes. I want to be responsible for what is essentially my 
responsibility. They had been prepared in draft form and practi- 


cally final form before he came with the administration. 

Mr. Brown. I don’t wish to belabor the point. I suggest it might 
have been a little more natural to have hired a team and let them par- 
ticipate in the whole thing. Your judgment may be a little better 
than mine in this instance. When you were formulating these regula- 
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tions with whom did you discuss them on: Capitol Hill?: That is, did 
you discuss them with the Members of Congress who participated in 
the “birth of this baby” ? 

Mr. Barnes. Well as I recall when we made them public, we made 
them public to all of them. 

Mr. Brown. I, am talking about: formulating these regulations. 
Did you come over to Congress and discuss them with an y who 
had participated in setting up the act to see what they had in mind? 

Mr. Barnes. I think we held certain discussions with the Senate 
Banking and Currency Committee, some of the members and the staff. 


Mr. Brown. Did you hold any conferences? . 
Mr. Barnes. I don’t think we interrogated each member individual- 
ly, not that I can think of. 


Mr. Brown. I did not mean that. 

Mr. Barnes. Nor did we submit it to each. 

Mr. Brown. I did not mean that. Did you consult the staff of-the 
Small Business Committee in the Senate or in the House ?. 

Mr. Barnes. I think not. 

Mr. Brown. Maybe all three of you will want to take a bite at this 
question. In your opinion, can the average small business investment 
company under existing regulations stand on its own feet or must it 
be an adopted offspring of some foster parent institution ? 

Mr. Barnes. I will answer that and I think I can answer it for all 
three of us. We think they can stand on their own feet and if the 
implication in the question 1s should they be associated with a bank in 
some way, I don’t think that is necessary. I think there may be ad- 
vantages to it sometimes. An investment company, like any other 
company, has got to keep down its overhead ood they have got credit 
information to accumulate and if some of their stockholders, or if they 
can get that information at.a lesser cost by employment of their. own 
employees this will enable them to operate more profitably in some 
instances, but it has not been our experience that all of the companies 
that have applied have been bank-afhliated gs omen As a matter of 
fact, I think the actual figures are that out of some 67. applications 
there were only about 15 of them that are in any way associated or 
affiliated with banks or other similar institutions. Those are not all 
banks so the bank owns a minority stock interest. 

Mr. Brown. Let us take the three companies that were actually 
issued licenses before this, just this past weekend. You mentioned 
four I believe, Mr. Read. 

Mr. Reap. Four. 

Mr. Brown, Let us take the four. The first license that was granted 
went to whom? 

Mr. Reap. Two were issued the same day, one in Minneapolis and 
one in Atlanta. 

Mr. Brown. Were those licensees in any way a part of a foster 
parent institution ? 

Mr. Reap. The licenses in Atlanta, that license was wholly owned 
by the Citizens & Southern National Bank. 

Mr. Brown. And that is a commercial bank, is it? 

Mr. Reap. Yes, sir. 

Mr. Brown. What about the one in Minneapolis? 
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Mr. Reap. The one in Minneapolis, the First Midwest is a small 
be investment company which had a bank as one of its stock- 
olders. 
Mr. Brown. Are those operating officials separate and apart from 
any commercial bank ? 
. Reap. The president of the company is not an officer or con- 
nected with the bank. 
Mr. Brown. What is his background or what are his connections? 
Mr. Reap. He is a businessman in Minneapolis and is interested 
among other things, in a television investment out there. . ; 
Mr. Brown. Is this a fulltime job, over 60 percent, for this main 
officer of the company ? 
Mr. Reap. Well, Mr. Brown, he is going to testify and I suggest 
that you ask him. 
Mr. Brown. All right, Mr. Read. 
Mr. Barnes. May I elaborate on that a little bit? In actual fact as 
I understand the question there were about 12 or 14 businessmen that 
were actually in business operating their own businesses who got 
together and each of them took from $10,000 to $15,000 worth of stock 


in this particular company. They asked one of the banks to take some 


of the stock and to have one of its loan or credit officers represent the 
bank in the company. So the bank has I think maybe 10 percent. 
Mr. Reap. Less than 10 percent of the stock. 
Mr. Brown. We will find that out when they testify. Let us pro- 
ceed to the third license that was granted. 


Mr. Reap. That was issued to a small business investment company _ 


in Washington, D.C. No banks own any stock in that company. 

Mr. Brown. And the fourth one? 

Mr. Reap. Let me refer to my list here. 

Mr. Brown. Was it the one in Charlotte, ‘N.C. ? 

Mr. Reap. No; the fourth one was a company in Bloomington, 
Ill. Four members of a family own all the stock, the father and three 
sons I think. 

Mr. Brown. And what was their primary business prior to this? 

Mr. Reap. I believe his largest interest in Illinois is an automobile 
agency in Bloomington. 

Mr. Brown. Is he an officer of any commercial bank ? 

Mr. Reap. I don’t know. 

Mr. Brown. I do not mean to imply by any of the questions that I 
am driving at anything special. I just want to get the facts straight- 
ened out as to how these companies are going to operate. I want to 
see them operate and grow; I want to see the small business companies 
have a source for loans and equity capital. 

If this small business investment system is to succeed, certainly the 
management of each small business investment company is vitally 
important, isn’t that true? That may well be the key to the success. 

Now what kind of background and experience, what criteria do you 
use in evaluating the proposed management of a company ? 

Mr. Reap. I had a statement here of six pages which I think it 
might be well to read now if it is agreeable to the chairman to answer 
some of these things. 

Mr. Brown. I don’t want to interrupt your schedule, Mr. Chairman. 
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Mr. Moore. I appreciate the a of listening to Mr. Read 
but I am getting so far removed from Mr. Barnes that the questions 
I might have to ask him might be too far away in point of time.’ I 
would leave it up to the chairman. 

Mr, Evins. We will discuss this off the record. 

(Discussion off the record.) 

Mr. Evins. Back on the record. 

Mr. Barnes. At the time that a company that proposes to form 
files its proposal with us, they list who are the officers. and directors 
and who is to be the management of the company and as in the case 
of the Comptroller of the Currency in dealing with national banks 
we are interested to know that these people are capable of managing 
a financial company. 

Mr. Brown. How do you evaluate the capabilities? 

Mr. Barnes. We ask them to submit references that we may check 
into ourselves. As soon as we receive this we have inquiry forms 
which we send out in franked envelopes to all of the people whose 
names they have given us. In addition we may go beyond that. We 
will send an inquiry to the local State, to the Security and Exchange 
Commission in the State, to see if they have ever been in trouble with 
the blue sky laws. 

Mr. Brown. What background and experience would you like for 
them to have? 

Mr. Barnes. We would like to know that they have had some pre- 
vious experience, the best possible previous experience that would 
indicate they are capable of handlive other people’s money safely and 
investing it in a way that they can get a return. 

Mr. Brown. Banking experience ? 

Mr. Barnes. No, not banking experience, but previous investment 
experience. 

r. Brown. What kind of previous investment experience? As a 
salesman in a brokerage firm ? 

Mr. Barnes. No. If they have had any experience in reviewing 
investments and determining the merits of equity capital in invest- 
ment propositions. 

Mr. Brown. Where would they get that kind of experience? 

Mr. Barnes. They maybe acquired it, information with respect to 
investments in a brokerage company. Maybe they acquired it in some 
instances in commercial banks. Certainly that is nearer than many 
other types of activities, but a businessman himself who has invested 
his own money safely and wisely would have that experience. ; 

Along with that we would like to see that they had not been in 
difficulty in selling stocks or in handling other people’s money in a 
way that would be improper. We don’t insure the successful opera- 
tion of these companies. Nevertheless the public expects that we 
would have checked into the background of the people that are form- 
ing these companies, and usually from our inquiries that we send out 
it is possible to conclude that they are well qualified—I mean the 
references that they give us. will answer and state that this man is 
an honorable man and he has handled his own funds successfully. 
He has been in several businesses and handled them successfully and 
that he may have been an officer in a bank at some time in the past or 
something of that nature. He is a reputable individual in every 
respect. 
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It is not possible to evaluate 100 percent whether a man is an expert 
in the investment field because even the best investors don’t succeed 
with all of their investments. But if they have their own affairs well, 
that is a good indication for us. 

Mr. Brown. If you were given a choice of approving a proposed 
officer with the background of accountancy from a accounting 
firm, and a man with an equivalent background in a commercial bank, 
which would you choose? 

Mr. Barnes. vee a —— oe I think, seme - —— 
generally speaking does not have the responsibility for making a 
decision. Suenos accurately what he sees and what he finds and 
certifies. 

Mr. Brown. I am talking about the head of an ee firm. 

Mr. Barnes. The head of an accounting firm, I would probably 
choose him if he has been a man of vast experience in the accounting 
field and has indicated that he is familiar with credit and investment 

ts. 
_ Mr. Brown. Your answer just now may be'one of the reasons why 
I received the disturbing word from my district about the handling 
of these applications. This person alleged that a man had to have 
cniandaiied ank background in order to meet the criteria of the Small 
Business Investment Division to be the man that runs the small busi- 
ness company. 

Mr. Barnes. That is not true. In one of the first companies that 
we organized in Minnesota, out of 12 of the investors or 14 of the 
investors and directors and officers of the company there was only 1 
that had any commercial banking experience. The others were merely 
businessmen or men that had experience in investing and handling 
their own funds. 

Mr. Brown. Well, now, I am glad to get that information, because 
let me say for the record that no one admires the commercial banking 
community in this country more than I do. They are serving a won- 
derful purpose, but they have a specific purpose that they can serve 
under the National and State banking laws. The experience of a 
man in a commercial banking firm often is not directly related to 
what we are trying to do here. When we thought of this act and 
when we tried to set up these new sources we were thinking in terms 
of much broader risk-taking operations than commercial banking. 
You view it that way, don’t you, Mr. Barnes? 

Mr. Barnzs. I view it that way. 

Mr. Brown. It is also an aggressive sort of thing where people will 
have to know a great deal about how to make money in small business. 
Don’t you view it that way? 

Mr. Barnes. Yes sir. 

Mr. Brown. I want to make this point right here. It has been my 
experience that one of the best sources of leads to growth oppor- 
tunities in the business community—the small one that is really work- 
ing and making good—is often, in ad smaller communities, your 


accounting firms. Now I am not selling any accountants here today 


but they do know the facts and can present factual information and 
bring it in. Now is there any way we could encourage—well, let me 
say this too—there has got to be an awful lot of analytical work done 
to analyze these companies that are wanting loans and equity help 
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from these small business investment companies. Is there any way 
that we can encourage or are you encouraging accounting firms to take 
an interest in these things? 

Mr. Barnes. I have met personally with officers of both the Amer- 
ican Society of Public Accountants or Certified Public Accountants 
and with the Society of—I forget the exact name—of the public 
accountants and have gone into this fully with them, and I am 
satisfied that either group would be glad to testify before you and 
I am satisfied and sure that their testimony would be to the effect 
that I have encouraged them to take an active interest. At my re- 
quest the certified public accountants have appointed a special com- 
mittee to work with us in the development of what I would unofli- 
cially call a manual of minimum audit standards. 

Mr. Brown. I saw that and it is a fine document. 

Mr. Barnes. That will be placed in the hands of every CPA in 
the country. 

Mr. Brown. Have those organizations or associations sent any ma- 
terial to their members that you have seen encouraging them to go 
into these investment companies, to investigate them to see if there 
is any place where they can fit in? 

Mr. Barnes. I have not seen anything but I have heard from the 
members that explanatory material has been sent out, and most of 
them subscribe to one of the publication services and each of the 
large publication services furnish pamphlets like this to all their 
subscribers. I myself went to Detroit in the fall to address the an- 
nual national convention of the CPA’s on this very subject and in 
my own speech which I will be glad to make available to you it 
gievs the most direct and forthright invitation for them and all their 
members to familiarize themselves with it and have an active role 
in it. 

Mr. Brown. I thank you for that. 

Mr. Barnes. Beyond that, the representatives of the public ac- 
countants, their chief concern was that in some way we would pre- 
clude their referring their clients in dealing with investment com- 
panies or with CPA’s. I gave them complete assurance that this 
was not true and as I said if you want to invite them they well know 
that we welcome the accountants, the interest of the accountants. 

Mr. Brown. We have talked about management. Now let us get 
back to the original statement that you state very forthrightly and 
positively, that you felt that these SBIC’s could stand on their own 
feet. 

Mr. Barnes. Yes, sir. 

Mr. Brown. Let us document that a little bit.. How big does a com- 
pany have to be before it will make enough money to stand on its 
own feet in your opinion, Mr. Barnes? 

Mr. Barnes. May I answer it fully? I don’t think otherwise that 
I can give you the kind of answer you want. 

Mr. Brown. All right. 

Mr. Barnes. Perhaps the word investment ed is a misnomer 
for these companies and it may have been somewhat misleading. 

Mr. Brown. What should we have named it ? 


Mr. Barnes. It might be—I don’t object to this terminology be- 
cause it is broad ne for several types of companies to operate 


within the name, but I don’t think that it was intended that this 
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program should be a short-term loan program or a mere brief financ- 
ing program, It isa long-term equity type program. 

ithin this there would be two types of activities which would be 
and should be encouraged. First you might call it venture capital 
companies. There are some venture capital companies that are 
organized and have operated in the past. If you wish more infor- 
mation about them, the American Research and Development Co. 
has been in operation for some 10 years. The Whitney’s have oper- 
ated copier a venture capital company and representatives from 
this company have testified in New York. 

Mr. Brown. I read it. 

Mr. Barnes. The Slick Bros, have operated in San Antonio, Tex., 
and there have been a number of companies that have operated that 
way. Another type of company would be essentially the long-term 
loan or local type of company and some of the companies—and of 
course most of them will want to take part in both activities—there is 
a big difference between the way a venture capital company is oper- 
ated and a strictly loancompany. A venture capital company is inter- 
ested in making investments and making its earnings off capital 
quickly rather than the interest that it might be repaid on a financing 
operation. It looks for the growth opportunities and finances them in 
a reasonable way and after growth takes place and if it does take place 
as anticipated the equities or its right to acquire equities become 
valuable. 

Mr. Brown. That takes quite a bit of analysis and ferreting out, 
doesn’t it ? 

Mr. Barnes. Yes sir, and there must be a great deal of flexibility 
in it. On the other hand, the loan type activity relies chiefly on the 
interest that it acquires and it is aes We have tried in setting up 
our regulations and in administering the act thus far to give the 
financial community a chance to express its own ideas and to mix up 
these system and to develop different plans, the reason being that 
there is a need for different types of company in different areas and 
in different industries. 

Under the present law as presently written there is some restriction 
on the capability of operating as a venture capital company. We 
hope that the recommendations for legislation if any will free those. 
We have talked with the companies themselves and we think we know 
the type of activity that is desirable to include in the act. By this I 
mean that if these companies can create securities through their fi- 
nancing in a way that they can in turn refinance that there are im- 
mense accumulations of capital in various places and as you know the 
pension trusts are generating several billion dollars a year, and in- 
surance companies have funds to invest, but these companies are not 
staffed—I mean the institutionalized caiptal companies are not so 
staffed that they can follow the financing of a great number of small 
companies. 

If we are able to develop a system here that will enable the invest- 
ment companies themselves to use their funds to do the original 
financing and then to continue to follow that financing by serving on 
the board of directors in a supervisory way or in other ways and then 
to sell the securities they acquired, keeping a warrant of some—— 


Mr. Brown. In other words, establish a secondary market for 
them ? 
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Mr. Barnes. Yes. If this is done I can give you some examples of 
operating companies, both ways, if you would like. 

Mr. Brown. I am very much interested in your proposal on that 
score and I thought when we were originally considering this act that 
we were limiting it a little in just the convertible debenture type of 
financing. Now specifically do you feel that in its present form with- 
out that ditional leverage of the secondary market, do you feel that 
we are in danger of these companies being too dependent upon the 
foster parent before we give them enough authority to stand on their 
own feet? 

Mr. Barnes. I wouldn’t say too dependent. I think they would 
have to be somewhat dependent on other types of, on access to other 
types of financing. This is for the very simple reason that if you take 
a very substantial, take a group that has a half million dollars in 
capital and surplus and if it makes a number of investments and then 
it obtained this financing from the Small Business Administration 
and borrowed another $250,000 from the Small Business Administra- 
tion, and all of these funds were placed out in financing for 5 years or 
more, and even though some of it could be paid off in a lesser time 
than that, which we wouldn’t object to, still there would be a period 
when this company would have no funds available for future activity 
and it would be dependent upon the interest it acquires in one of the 
companies involved in the financing. Let us take the experience of 
these companies—— 

Mr. Brown. Let us take a $500,000 company now. You say that is 
a bigger one. 

Mr. Barnes. Yes. I had not quite finished my answer. My answer 
was that at that point this company becomes locked in with its invest- 
ment and unless it can go to a bank or some other source of funds it is 
in effect out of business and if its borrowers don’t pay it on time it 
has a problem to meet its own obligations. But if it can under the law 
itself—it is authorized to borrow up to four times the capital and 
surplus so that this particular company could borrow from we will 
say a bank up to $2 million if it can persuade a bank to take as col- 
lateral the security it created in financing the small companies. It 
may have a better chance of doing this if it has a bank familiar with 
each of their accounts and knows about them. 

Mr. Brown. Let us start at the beginning. A $500,000 small busi- 
ness investment company under normal operations with leverage pro- 
vided now, what would be its gross income ? 

Mr. Barnes. Well, if you are assuming that only the $500,000 could 
be loaned. 

Mr. Brown. I mean any assumption you make when you evaluate 
these applications, what do they think they can make, these people 
that go in and make the application ? 

Mr. Barnes. Well, we don’t ask for them to state what they think 
they are going to earn on their investment as such. 

Mr. Brown. Don’t you require some sort of projection of earnings 
and expenses and so forth for the first 2 or 3 years ? 

Mr. Barnes. We require as the statute requires that they set forth 
the terms under which they are going to do their financing. They are 
allowed to charge fees for their appraisal and for processing the 
papers. If you assume that they can about break even or almost 
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cover their costs which they cannot quite and presumably they could 
earn say $40,000—$30,000 or $40,000, $50,000 from interest. 

Now, however, keeping in mind the type of financing if some of 
the companies that they have financed in ofect do grow and they exer- 
cise any conversion rights and resell the stock they may get twice as 
much as they paid for it so that those figures must be increased by “X” 
dollars that are the result of their good judgment in certain growth 
situations. 

Mr. Brown. I will wind up on this point. What I was leading up 
to is this: In the regulations, Mr. Barnes, you did something that I was 
afraid you would do and I tried to talk the Congress—that is the 
committee—into stipulating it differently in the statute. These sub- 
ordinate debenture loans to the small business investment companies 
made by the Small Business Administration are in effect wholesale 
money, are they not ? 

Mr. Barnes. In effect, yes. 

Mr. Brown. I wanted the Congress to stipulate that this wholesale 
money had to be provided the small business investment companies. 
After all, we are just trying to encourage them to get them into the 
field, at the average annual borrowing rate that it costs the Gov- 
ernment and they tell me that is 2.82 right, now. 

Mr. Barnzs. Yes, sir. 

Mr. Brown. But you set the rate at 5 percent, did you not? 

Mr. Barnes. Yes, sir. 

Mr. Brown. Your gross retail rate on the small business loan is 
only 514 percent right now. 

Mr. Barnes. Yes, sir. 

Mr. Brown. Do you think that that really is encouraging the small 
business investment companies? Is that really going to give them 
proper leverage? 

Mr. Baxnes. Mr. Brown, I really and honestly don’t think it makes 
a particle bit of difference. 

Mr. Brown. You don’t? 

Mr. Barnes. No, sir. You must keep in mind that we have other 
congressional committees, the Hoover Board Commission that say 
lending agencies should not only lend at the rate but should recover 
their own costs. Last year the rate was 3% percent on a loan which 
you have made, using subordinate debentures which is $150,000 and 
if it was done a year ago when the rate was that it would only 
make, in the course of a year 11% percent difference on $150,000 which, 
as we know, is $200 or so. And this is not going to assure the success 
or the lack of success of a company, nor is it going to be an impedi- 
ment or an encouragement for them to come in there. 

Tf I had finished my answer to you I would say that we are success- 
ful, if we are successful in formulating a plan whereby these com- 
panies can revolve their funds there would be no objection for instance 
about this same company that we are talking about to invest its 
$500,000 and then to use the security it obtains as collateral to increase 
its lendable funds, short-term funds from banking institutions and 
they would get $1,500,000, or $2 million from this way and this gives 
them substantial funds with which to operate and if they can turn 
around and resell these obligations, taking back funds with which 
they pay off the banks they can repay it so they can do it three or four 
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times a year or however many times they are capable of doing it. This 
small amount of interest is comparatively unimportant if this system 
can be worked out. We have met with insurance companies and others 
and they are looking at the program. 

An investment company is like the edelweiss flower. It is a fragile, 
delicate flower and if you try to make it do something it doesn’t grow 
and will not grow. 

They have said they will work with individual companies depend- 
ing upon the quality of management of the companies and the type 
of financial transactions they put together and offer to them. 

I think we will have to have some legislative changes to have this 
system work the way I have outlined it but I don’t think that this 
interest rate is an appreciable factor. If it is, I am willing to be 
shown, perfectly willing to be shown. 

Mr. Brown. Let me suggest this respectfully to you, sir, that if it 
is not an appreciable factor wouldn’t it have a had a certain psycho- 
logical advantage to these people to show that the Government really 
wants to encourage the formation of small business investment com- 
panies if you had set it at the average annual cost to the Government? 

Mr. Evins. We will want to come back to more on that particular 
subject. I recognize Mr. Moore. 

Mr. Barnes. I would like to have the record show that I have one 
answer before, that the act says we are to encourage investment from 
private sources as well and one of the ways that you induce investment 
from private sources is to indicate that it is more desirable and that 
you don’t have to pay any interest on the total. So that a company 
should, in organizing, make an honest effort to get completely financed 
up to the minimum of $300,000. The statute says very plainly that the 
Small Business Administration is to operate this in a way to encourage 
private investment. 

Mr. Brown. You are giving priority to those who are financed en- 
tirely by private sources ? 

Mr. Barnes. Priority in the sense that the interest rate, if there 
were two locations and two applications from the community we 
would process the one first, the one that is completely privately fi- 
nanced and we have not made any point of refusing to finance through 
the subordinate debenture route. We have figures on this that we will 
be glad to show you. 

Mr. Brown. I want to come back to this, Mr. Chairman. 

Mr. Evins. All right. Mr. Moore. 

Mr. Moore. I want to take this opportunity to say this to Mr. 
Barnes and the members of his staff who are present that we appreci- 
ate their making themselves available in order that we might receive 
this testimony. 

I was very interested in the learned questions and answers developed 
between my colleague, Mr. Brown, and yourself, because basically we 
bring this particular hearing down to that of its most important 
phase, and that is the Small Business Investment Act. There isn’t 
anybody in the Congress today that doesn’t recognize the plight of the 
small businessman. There are a lot of us who have different ideas of 
how to help him. By its enactment last year we hoped we were going 
to provide the small business community through the small business 
investment companies with a method whereby they could help them- 
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selves and also I would say the act itself was intended to spread the 
Small Business Administration over the length and breadth of the 
country in order to be helpful to the small businessman. 

I want to ask this question and I can appreciate the answers you 
have given, and perhaps ih may have already answered it; of the 
number of inquiries that have been made of your organization since 
the implementation of the Small Business Investment Act, what per- 
centage of the inquiries were by banking institutions? 

Mr. Barnes. I don’t think we have any exact breakdown. You 
mean of the proposal, the actual companies that have—— 

Mr. Moors. No. The general inquiries that were made rather than 
the proposals submitted. I think you said 15 of the 67 were by bank- 
ing institutions or people who were identified with the commercial 
banking circles. 

Mr. Barnes. We had probably had 20,000 inquiries, letters and re- 
quests for regulations and things of that sort. 

I suppose maybe 200 or 300 were from banks. However, the bank- 
ing mages have given very good coverage to the act and we have 
not had many inquiries specifically from banks. They now have the 
regulations in various ways and so that has not been a problem. 

Mr. Moore. The reason I make the inquiry is the line of question- 
ing previously developed and I wanted to determine whether or 
not this particular enactment by Congress was one which was more 
attractive to the banking institutions than to a couple of individuals 
in the small business community. 

Mr. Barnes. I would answer that this way, by saying that the 
bankers, yes, are interested in learning about the program as they are 
interested in learning about any new type of financing program. ey 
feel they have an interest in this, in the act because the act authorizes 
the ical to invest a fraction of their funds in some of these companies. 
Several of the States have passed laws authorizing State banks to in- 
vest in the small business investment companies, so the banks do feel 
that they have a legitimate interest which has even been encouraged 
by the Congress by things which are in the law itself. I don’t think 
it would be fair to say that the banking community has jumped into 
this completely. There are many of them that are perhaps thinking 
about it but after all 15 companies out of some 16,000 banks in the 
United States would not be called—I think many of the progressive 
banks have gone ahead with it and will be among the early people to 
work with the program, but this has not been accepted widely by 
banks as being something they will go into or desire to go into. 

Mr. Moore. May I ask this question strictly for my own education ? 
You say a number of the more progressive banks have evidenced a de- 
sire to get into the program. Are they using their own funds to 
finance these investment companies or are they asking the Small Busi- 
ere auaniat ration to participate in the underwriting of the company 
itself ? 

Mr. Barnes. When a bank is in it usually there is not any request 
for financing from the Small Business Administration. There are 
three kinds of companies that the banks have been interested in, some 
in which they take a minority stock interest, as in the case of the 
company in Minnesota; some that are wholly owned as typified by 
the one in Atlanta; and in one or two places the banks in a commu- 
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nity have, through their clearinghouse or I will say a group of banks 
have said, “Well, let us form one of these companies.” ‘They have 
taken the stock among a group of banks. In one or two places I have 
noticed that while the banks were engaged in this activity somebody 
else has come along and formed a company in the same community 
so that this has not precluded other activity. 

Mr. Brown. Which one did you authorize in those instances? 

Mr. Barnes. In one place the nonbank group, Mr. Brown, they 
were organized first. The other one has not gotten its application in 
yet. They are forming. Neither one has received a license yet. 

Mr. Moore. Then in your own mind you make no differentiation 
between a wholly owned bank or one which is owned by the small 
business people of the community ? 

Mr. Barnes. No, I don’t. 

Mr. Moore. Even though, in answer to the question propounded to 
you, you indicated that if you had a choice between the chief account- 
ant of a firm and another individual who had experience in private 
commercial banking practices, that you would prefer, I mean if you 
had a preference, you would prefer the individual that had experience 
in commercial banking practices. 

Mr. Barnes. Yes, sir, but I did not want to be unfair to myself 
by that question. When people have asked me how to form a com- 
pany or who to get on the board I have said that if I were forming a 
company myself I would try to get the best and more knowledgable 
management people I could find there. I would get an accountant, 
an investment man, a commercial banker, a management counselor and 
the others as investors so that I would have various aspects covered 
in reviewing my investment. That has been my answer. 

Mr. Moore. I have one question to ask. I think practically most 
of us here in the Congress are very much cognizant of the fact that 
the small businessman has some difficulty in getting the financing or 
the credit or the equity that is needed to promote his business, and 
of course when you get into that field all questions resolve themselves 
into one and that is the interest rate that he must pay. Have some 
of your applicants for license under the Small Business Investment 
Act seen this particular enactment as an opportunity to perhaps not 
build a company which had the small businessman’s interest at heart, 
but have seen here an opportunity to apparently make large sums of 
money on funds which may be loaned by the Government? What 
if anything, have you discovered in regard to my question ? 

Mr. Barnes. Yes, we have had a number of inquiries particularly 
before our regulations were announced in the fall from firms that ob- 
viously had plans to do short-term financing with the largest returns 
to themselves, and we did not think that was Congress’ intent to fur- 
nish that kind of financing and we have discouraged anybody with 
that thought in mind. There has been that type of inquiry and that 
type of applicant. We have indicated that this was to be a long-term 
financing proposition and that the overall returns would be looked 
at by us when we make our examinations. 

Mr. Moore. One of the inquiries you make of an applicant is how 
much interest do you plan to charge, is that correct? 

Mr. Barnes. Yes, sir. 

Mr. Moore. And that probably has a lot to do with how you treat 
the applicant henceforth or how receptive you are to his application 
for a license. 








36 OPERATION OF THE SMALL BUSINESS ADMINISTRATION 





Mr. Barnes. In the figures I have given you, we haven’t declined 
it but we have sent them back with a polite suggestion that maybe if 
that particular phase was restudied gy vhaatlotten that it would have 
our approval, but we cannot approve it in the present form and that 
is an invitation to take another look at what the proposal is. 

Mr. Moore. I have one more question, Mr. Chairman. In my State 
of West Virginia we have a legal rate of interest which is charged by 
banking institutions and that rate I believe is 6 percent. I cannot for 
the life of me see by the manner in which the law is now written how 
we are ever going to get—and I am not as hopeful as the Adminis- 
trator—how we are ever going to get these companies operating as 
Congress envisioned them to operate. The money that they are get- 
ting from the Government and we charge them a 5 percent rate of inter- 
est and in my State they are limited to a 6 percent interest charge, I’m 
sure the program will die. If we have learned anything here today 
we have discovered thus far in the questions and answers it is that the 
act itself perhaps has been its greatest detriment to furnishing what 
we in the Congress thought it would furnish. There have to be some 
changes in the act to encourage these people to get into the business 
because certainly I cannot see where they or any other investment 
company throughout our country can supply management personnel 
and people learned in the practices and problems of the small busi- 
nessman and make any money. 

For example in my State they can only make 1 percent interest on 
the loan that they make. That will probably be absorbed by their 
overhead, and until we change this law so as to permit—and I would 
like to see the law changed so that if a small businessman could come 
in and get what was needed at 2 percent per year, fine. But in some 
way we must not only encourage a loan at low rates of interest to the 
small businessman but also as far as the functioning of these invest- 
ment companies are concerned we have got to allow these people to 
show some sort of a profit if the program is going to be successful. 

Mr. Brown. Will the gentleman yield ? 

Mr. Moore. Yes, I yield. 

Mr. Brown. Under the law the Small Business Administration sets 
the interest rate charged on loans to these companies and I assume he 
could put it at any rate he wants to put it and he set it at 5 percent. I 
am sorry to hear that West Virginia can charge only 6 percent interest 
rate, but sometimes 6 percent is hard enough to pay when you are 
operating a small business. 

Mr. Moore. I am talking in the light of the charge of 5 percent, not 
that I think that 6 percent in itself is not a fair rate. 

Mr. Evins. The gentleman just said he would favor a 2 percent 
interest rate. 

Mr. Moore. There are one or two other things which I would like to 
ask, I do not see any way in the world where we can expect the Gov- 
ernment to go out on the open market and borrow money at 3 percent 
interest and then hand it out over the counter at 2 percent interest. 
Perhaps this may be the answer to the problem if we can do it, but 
if we could do it I would suggest that Mr. Barnes simply set himself 
up with a secretary and a satchel full of 2 percent money and eliminate 
all the cost of overhead. I think all of us are interested in and work- 
ing for and trying to arrive at a set of rules whereby it can inure to the 
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benefit of the small businessmen and I don’t see how it can unless there 
are some changes in the law. 

Mr. Evins. Did you want to ask any questions, Mr. Avery? 

Mr. Avery. I thought I heard you say you wanted to commence 
with the witness at 12:30? 

Mr. Evins. We do have another witness in a few moments, that is 
right, and we do want to get him in. We will go along as well as we 
can. 

Mr. Avery. I would be glad to defer my questioning of Mr. Barnes. 

Mr. Evins. Gentlemen, there is the call of the House. Do you want 
to defer your questions until later, Mr. Avery, when these gentlemen 
will be available? 

Mr. Avery. Oh yes, I certainly would not want to detain this other 
witness. 

Mr. Evrns. Mr. Mitchell ? 

Mr. Mircue tt. It is noted that you stated on page 9 that— 

The Bureau of the Budget has advised me that it has no objection to the presen- 
tation of these legislative changes to the Congress. 
Now in connection with that I would like to ask you 

Mr. Avery. Mr. Chairman, I thought I was deferring my question 
because the committee was going to answer the rollcall. What is the 
plan ? 

Mr. Evins. We are going to go along until about 1 o’clock. If the 
gentleman wants to go to answer the rollcall, he may. 

Mr. Avery. I thought we were going to dismiss the Administrator 
so that we could commence with the witness who is from out of town, 
but I believe if we are going to interrogate the Administrator at this 
time, I do have two or three questions I would like to ask. 

Mr. Evins. The gentleman may proceed. We want to accommodate 
everyone the best we can within the time limits. 

Mr. Avery. I understand. Mr. Barnes, I appreciate your testimony 
this morning and I think the line of questioning from the chairman 
of the committee and from the other members is developing what the 
program is and at least we are identifying the administrative prob- 
lems within your agency and if we are to solve them we have to get 
them identified first. 

It seems to me we have been overlooking a basic point here. Until 
we set up a climate that is going to be attractive to investment capital 
we are not going to be able to license a great many companies and we 
are not going to be able to attract the necessary capital into those 
companies unless it is attractive to the investors. It seems to me that 
investors and I have always been on opposite sides of the council table 
as I have always been on the side of the council table which has been 
paying interest. 

ou have three types of investors; you have the usual ones within 
the banking and investment fraternity, the ones you always think of; 
and the venturesome type of investor, the man who made some money 
rather unexpectedly and for income tax purposes he is willing to take 
a long chance on investments; and the third type is the bargain hunter, 
this category of investor is always shopping around. 

In your statement I believe you said you had about 2,000 or 3,000 
inquiries received soon after this act became law. Would you imagine 
that a great many, percentagewise, of those 2,000 or 3,000 inquiries 
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might have come from this bargain hunter type of investor who had 
really not given a great deal of thought to this but had read a new 
type of investment arrangement had been authorized by the Govern- 
ment through the Small Business Administration that attracted him 
and he had no serious intention of following it up. 

Mr. Barnes. There were a great many more. There were probably 
20,000 inquiries we had, of whom half were from borrowers. 

Mr. Avery. So that would eliminate 50 percent of the inquiries at 
the outset ? 

Mr. Barnes. Yes; and of the rest there were a great many attorneys 
and accountants who were seeking technical information so that they 
would be qualified to advise their clients about it. 

Of the other 2,000 or 3,000 inquiries that were actual investors, it 
was not possible to ascertain from their letters exactly what their 
interest was. It was in the formation of a company. However, if 
they were already engaged in a kind of business that gave some indi- 
cation of their interest you could form some opinion as to whether or 
not they were shopping around or were seriously thinking of forming 
a company. 

Mr. Avery. Maybe I can ask one more question. Let us say we start 
out as you say with 20,000 inquiries. 

Mr. Barnes. Yes, sir. 

Mr. Avery. How many of those inquiries did you hear from the 
second time? Would you venture an answer? 

Mr. Barnes. When we replied we asked them if they wanted fur- 
ther information or to be put on our mailing list and there were 2,000 
that asked to be permanently on the mailing list. 

Mr. Avery. So you immediately reduced your inquiries to 10 per- 
cent and that would still be including the inquirers who were in- 
terested in borrowing money too. 

Mr. Barnes. Yes, and we sent regulations to those 2,000 after the 
regulations were issued. 

Mr. Avery. I have not had time to go through this Senate document 
in detail but I understand from what has been stated that the Small 
Business Administration sponsored this briefing session in New York 
City. 

Mr. Barnes. No; the American Management Association sponsored 
it and we furnished speakers for one section of the program one 
morning. They had other speakers from—there were some legislative 
speakers there and I think Senator Sparkman spoke and others spoke 

from private industry, bankers and investment men and men from 
venture capital companies. 

Mr. Evrys. Thank you, Mr. Barnes. Under our rule we will have 
to adjourn because there is the second bell. We will have to adjourn 
until 10 o’clock in the morning. We appreciate your testimony and 
we appreciate your coming in. 

(Whereupon, at 2:36 p.m. the subcommittee recessed, to reconvene 
at 10 a.m., Tuesday, May 12, 1959.) 
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TUESDAY, MAY 12, 1959 


Hovse or REPRESENTATIVES, 
Suscommitree No. 1 oF THE 
Setect Commirres To Conpucr a Srupy ANnpD 
INVESTIGATION OF THE PropLEMS OF SMALL BUSINEss, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:08 a.m., in room 
304, House Office Building, Hon. Joe L. Evins (chairman of the 
subcommittee) presiding. 

Present: Representatives Evins, Roosevelt, Brown of Missouri, 
Moore, and Avery. 

Also present: Richard L. Mitchell, subcommittee counsel; Jane M. 
Deem, administrative assistant, and Victor P. Dalmas, adviser to the 
minority members. 

Mr. Evins. The committee will come to order. We, under the 
rules, have a quorum present to proceed. We have a heavy schedule 
today with a number of witnesses. And working together we can 
all make a contribution. We are going to call this morning some 
out-of-town witnesses, the first of whom will be Mr. Hugh W. Fraser, 
Jr. Mr. Fraser if you will come around here we will be delighted to 
hear you. 


TESTIMONY OF HUGH W. FRASER, JR., PRESIDENT, THE CITIZENS 
AND SOUTHERN SMALL BUSINESS INVESTMENT CO., ACCOM- 
PANIED BY JAMES FRAZER, COUNSEL 


Mr. Fraser. Thank you, Mr. Chairman. May I introduce Mr. 
James Frazer, our counsel. 
Mr. Evins. Yes. He may accompany you at the table. 
Mr. Fraser. He might be able to answer some questions that I may 
not be able to answer as well. 
Mr. Evins. We understand that you are one of the foresighted 
and fortunate men who has been one of the first to have been incor- 
orated and chartered under the Small Business Investment Act, and 
ause you are one of the pioneers we are glad to welcome you and 
we will be pleased to hear you. Do you have a prepared statement? 
Mr. Fraser. Yes, sir, I have and I would like to add maybe a litte 
if that will be in order. 
Mr. Evins. You may proceed as you wish. The committee will be 
glad to hear you. 
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Mr. Fraser. Thank you, sir. Before I start with my statement 
I would like to, in view of some of the testimony yesterday, tell you 
why we are in the small business investment business. Our bank, 
The Citizens and Southern National Bank has been, we feel, one of the 
progressive banks. I am not going to try to defend banking and its 
relationship to small businesses, but our bank has for many years 
been very much interested in our responsibility to see that small busi- 
ness is served. 


Mr. Evins. If you want to defend banking you are certainly at 
liberty to do so. 

Mr. Fraser. Thank you. I will say that there are progressive 
banks, and that 20 years ago we started a cattle program in our State 
and a sheep program several years ago, and in 1946 we started a small 
business loan department which made term loans to small businesses, 
and I was put in charge of that department of our bank at that time. 

We felt that the only way to do that thing was to make loans that 
were based primarily on character and capacity and that collateral was 
secondary if we had the other two. We knew that we had to keep 
in touch with those businesses and call on them periodically to see 
what they were doing and try to help them, if we could not furnish 
the know-how on certain things, we tried to see that they got it from 
other sources. 

Then in 1954 the Citizens and Southern Holding Co. which is owned 
by the same stockholders as the bank started out to form a small busi- 
ness investment company. We had other interested people in the 
State who were going into that with us. The Holding Company Act 
of 1956 was passed which prohibited us going ahead. 

When this legislation was taken up by Congress we were waiting 
for it and when the Congress passed it we happened to have a board 
of directors meeting at our bank the next day and we passed a resolu- 
tion to go into this program before it was even signed by the Presi- 
dent. I think that 1s why we were one of the first two charters be- 
cause we just happened to be ready and knew we wanted to do it. 

Now I would like to go back to my statement which pertains to some 
things we think ought to be considered about the act as it now stands. 

I should like to preface my remarks by stating that in securing 
one of the first two licenses to operate as a small business investment 
company under the Small Business Investment Act of 1958, the Citi- 
zens and Southern Small Business Investment Co. received the fullest 
cooperation from both the Small Business Administration and its 
staff and the Securities and Exchange Commission and its staff in con- 
nection with the company’s registration with that agency under the 
Investment Company Act of 1940. 

My remarks definitely are not intended to reflect any dissatisfaction 
with the manner in which these agencies and their respective staffs 
handled the processing of the company’s filings with them but, in- 
stead, are intended merely to bring to the committee’s attention cer- 
tain matters which confronted us during the process of organization 
and. filings with the Small Business Administration and the Securities 
and Exchange Commission and which may merit some further con- 
sideration by this committee and these agencies. 
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I, ORGANIZATION 


First, I should like to discuss a matter which confronted us in con- 
nection with the organization of the company. 

The Citizens and Southern National Bank and the Citizens and 
Southern Holding Co. are owned by the same stockholders in identical 
proportions. The bank holds all of the shares of the holding com- 
pany as trustee for its shareholders. The Citizen and Southern 

olding Co., in turn, owns shares in various subsidiary banks. Some 
of these banks are wholly owned, other are only partially owned b 
the holding company. Because of this relationship between the ba 
and the holding company, the bank is itself a “bank holding company” 
within the meaning of the Bank Holding Company Act of 1956, and 
the holding company is, in turn, a subsidiary of the bank. 

Originally, it was contemplated that our S.B.I. Co. would com- 
mence business with an initial paid-in capital of $500,000, which 
was to be raised by the sale of the company’s capital stock to the 
Citizens and Southern Holding Co. and the Citizens and Southern 
National Bank. 

However, we had to alter our plans because the Board of Gover- 
nors of the Federal Reserve System expressed the opinion that under 
section 6 of the Bank Holding Company Act, banking subsidiaries 
of a bank holding company were prohibited from investing in the 
securities of a small business investment company if the investment 
company would be a subsidiary of the bank holding company and, 
further, with respect to subsidiaries of a bank holding company which 


were not banking subsidiaries of such holding Compan, that the 


maximum amount which could be invested by the bank holding com- 
pany and its subsidiary could not exceed 1 percent of the capital and 
surplus of the bank holding company. 
would like to divert a minute there. The Citizens and Southern 
National Bank which is the parent, had $32,500,000 capital and sur- 
lus and we started our investment company with $325,000. We 
1ave since increased that to $40 million and we will increase our 
capital in the investment company to $400,000. 

On the other hand, our holding company is not owned by the bank 
but by its stockholders who have paid capital into the bank and capital 
into the holding company. So it is not the same capital as that of 
the bank; yet we are limited to 1 percent of the bank itself. 

Mr. Evins. You are pointing out that both are limited to a total 
of 1 percent? 

Mr. Fraser. That is right, of the biggest one, rather than the two 
together although there is no relationship between that capital. It 
is just like all you gentlemen put something in here and something 
there, yet they are all different dollars, and I think the Board has 
ruled that we have got to stay to this 1 percent which limits our 
capacity to expand. 

Mr. Evins. You mean the Securities and Exchange Commission ? 

Mr. Fraser. No. The Federal Reserve Board under the Bank 
Holding Act. 

Mr. Evins. What did the Securities and Exchange Commission 
say on that point ? 

Mr. Fraser. They did not rule on that point, although they said 
we had to register even though we had only one stockholder because 
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they looked through the structure of the bank and the bank had 
more than 100 stockholders. 

Mr. Evins. You may proceed. 

Mr. Fraser. In our case, we did not desire at this time to make a 

ublic offering of stock to raise our initial capital and, accordingly, 
it was necessary to reduce our initial capital to $325,000, which was 
the maximum amount the Citizens & Southern National Bank could 
under section 302(b) of the Small Business Investment Act invest. 

The prohibition contained in section 6 of the Bank Holding Com- 
pany Act, in our opinion, may seriously curtail the raising of initial 
capital by a small business investment company, particularly where 
the organizers are bank and bank holding companies and it is not 
desired to raise initial capital by sale of capital stock to public 
investors. 

We ourselves expect to expand our company further and go outside 
the bank itself, but we would prefer to operate for a long enough 
period of time to get some experience before we offer the stock to other 
people, but we do want to get people in but not to the extent of losing 
control at this time. 

It is our understanding that the Board of Governors in its report 
to Congress of May 7, 1958, recommended an amendment to section 6 
of the Bank Holding Company Act which would remove this prohi- 
bition against investments by banking subsidiaries of a bank holding 
company. 

e fool that amendment of the Bank Holding Company Act, as 
recommended by the Board of Governors, or, possibly, amendment of 
section 302(b) of the Small Business Investment Act so as to permit a 
national bank to invest capital in a small business investment com- 
pany not exceeding 114 percent or perhaps 2 percent of its capital 
and surplus, rather than 1 percent would be desirable. We whole- 
heartedly support the recommended amendment to section 302(b 
of the act which would permit the investment of funds in a small busi- 
ness investment company by a bank—or by a bank holding company— 
“notwithstanding any provision of the Bank Holding Company Act 
of 1956, or any other provision of Federal law,” insofar as it would 
alleviate the situation that we have outlined above. 

And I think, gentlemen, that any amendment that is going to do 
anything here must be under the Small Business Act because as I 
understand the Federal Reserve thing is one of these overall mixed 
up deals that it may be forever getting anything done, and that is not 
the plausible route to get anything done, to cure anything of that kind. 

We do not believe, however, that this amendment as presently 
worded would suffice to meet our particular problem. The Citizens 
& Southern National Bank presently has an investment in the Citi- 
zens & Southern Small Business Investment Co. approximately 
equal to 1 percent of the bank’s capital and surplus, which is the max- 
imum amount that the Citizens & Southern Holding Co. and the Citi- 
zens & Southern National Bank could invest under the ruling of the 
Board of Governors, to which I referred a moment ago, that in a situ- 
ation where a bank holding company and one or more of its subsidi- 
aries invest in a small business investment company, the total invest- 
ment by both the holding company and its subsidiaries cannot exceed 
1 percent of the capital and surplus of the holding company. 
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In the normal situation we would agree that this would be a proper 
limitation on an investment by a parent and its subsidiaries. How- 
ever, as previously stated, the Citizens & Southern National Bank is 
considered a holding company merely by virtue of its holding stock 
of the Citizens & Southern Holding Co. as trustee for its stockholders. 
The bank has invested no funds in the holding company, itself. There 
would thus appear to be no reason why an investment by the bank 
and the holding company should be limited to an aggregate of 1 per- 
cent of the capital and surplus of the bank. 

Yet, as we read the interpretation of the Board of Governors of the 
Federal Reserve System, that limitation would apply. We believe 
that the same limitation would apply if the banks whose stock is 
owned by the holding company were to invest in the Small Business 
Investment Co., rather than the holding company investing itself. 

If there is limitation and that limitation is kept on banks as far as 
holding company banks are concerned it means it should apply if 
they were wholly owned and the same capital is invested, but where 
there is separate capital, equity capital, we think it should be cured. 

In order to remedy this situation, we would recommend a further 
amendment to the act which would either: 

_ (a) Increase the percentage of capital and surplus which a bank 
is authorized to invest in a small business investment company, as 
stated above, or 

(4) Specifically require that for the purposes of section 302(b) 
of the act the 1 percent limitation would apply to each separate 
entity where a relationship of parent and subsidiary in the sense of 
an actual dollar investment by the parent in the capital of the sub- 
sidiary does not exist. 


II. THE INVESTMENT COMPANY ACT OF 1940 AND FILINGS WITH THE 
SMALL BUSINESS ADMINISTRATION AND THE SECURITIES AND EXCHANGE 
COMMISSION 


Next, I should like to discuss the matter of registration of a small 
business investment company as an investment company with the 
Securities and Exchange Commission under the Investment Company 
Act of 1940 and filings with the Small Business Administration and 
the Securities and Exchange Commission. 

As ultimately organized, our company has only one stockholder, 
the Citizens & Southern National Bank. Since the bank has more 
than 100 stockholders, our company was required to register with 
the Securities and Exchange Commission under the Investment Com- 
pany Act of 1940. 

As you probably know, section 3(c) of the Investment Company 
Act of 1940 exempts an investment company from regulation under 
that act if it is not making or is not proposing to make a public offer- 
ing of its securities and it does not have more than 100 stockholders. 
We, of course, were not making and did not propose to make a 
public offering of our securities and, therefore, met the first condition 
of the exemption. And, as I just noted, we have only one stockholder, 
the Citizens & Southern National Bank. However, in calculating the 
number of stockholders, we had to count the stockholders of the bank, 
which number substantially more than 100, because of the previous 
provisions of section 3(c) of the Investment Company Act which, in 
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essence, provides that the stockholders of a company owning 10 per- 
cent or more of the stock of an investment company must be counted 
in computing the stockholders of the investment company, 

As a practical matter, registration with the Securities and Exchange 
Commission as an investment company is not particularly complicated. 
However, there are certain restrictions and prohibitions relating to 
various matters, including management, issuance of securities, re- 
purchase of securities, and so forth which present certain problems. 
Then too, periodic reports must be filed with the Securities and Ex- 
change Commission, 

Insofar as our company is concerned, we do not feel that registra- 
tion as an investment company presented, or will present, any partic- 
ular problems. 

Nevertheless, I do know from having talked to a number of bankers 
that, to date at least, their banks have not considered supplying the 
capital for the formation of a small business investment company be- 
cause the company would be subject to the Investment Company Act 
for the same reasons that we were, that is, because the sole stockholder 
of the small business investment company, the bank, has more than 
100 stockholders and they did not desire to subject themselves to 
filing the various reports and information pertaining to the invest- 
ment company and the bank which might be required under the In- 
vestment Act and the rules and regulations of the Securities and Ex- 
change Commission. 

We are all familiar with and certainly do not disagree with the 
basic objectives of the various acts administered by the Securities and 
Exchange Commission, which, in general, are designed to afford 
protection to stockholders and investors. But, it is my opinion that 
the fact that registration as an investment company is required in 
situations such as those in which we found ourselves has to date 
been a deterrent to the organization of more small business invest- 
ment companies by banks. 

National banks are subject to very rigid regulations. They are ex- 
empt from the provisions of the Investment Company Act of 1940. 
Consideration might profitably be given to exempting from the provi- 
sions of the Investment Company Act any ‘inaltetiane investment 
company whose controlling stockholders are banks, and I don’t think 
it should be limited to that, but in similar situations. 

In order to facilitate registration by small business investment 
companies the Securities and Exchange Commission adopted a new 
form, form N—5, which was set up, was designed to simplify the proce- 
dure for registration under both the Investment Company Act of 1940 
and the Securities Act of 1933. 

We recognize, of course, the necessity of both the Small Business 
Administration and the Securities and Exchange Commission adopt- 
ing forms and procedures which are designed to provide full and 
complete disclosure concerning all aspects of the organization of the 
company, its management, its business and its securities and we rec- 
ognize, and are in complete accord with, the basic objectives of the 
various acts designed to safeguard stockholders and public investors. 

However, we feel that the forms of the Small Business Adminis- 
tration and those of the Securities and Exchange Commission, as 
presently existing, overlap in certain areas and possibly, a form or 
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forms could be devised which would meet the requirements of both 
agencies, 

With respect to our company, we were required to file with the 
Small Business Administration the following oom. (1) SBA Form 
414: Proposal To Operate a Small Business Investment Company Un- 
der the Small Business Investment Act of 1958; and (2) SBA Form 
415: License Application. Since we were subject to the Investment 
Company Act of 1940, we were required to file with the Securities and 
Exchange Commission the following forms: (1) Form N-8A: Noti- 
fication of Registration Filed Pursuant to Section 8(a) of the Invest- 
ment Company Act of 1940; and (2) Form N-5: Registration State- 
ment of Small Business Investment Company under the Investment 
Company Act of 1940. 

In many respects these forms call for identical information. For 
example, Small Business Administration form 414, Securities and 
Exchange Commission form N-8A, and Securities and Exchange 
Commission form N-5, require the company to set forth a list of 
officers and directors. Both forms of the Small Business Admin- 
istration and both forms of the Securities and Exchange Commission 
require the name of the company, place and date of incorporation 
and principal place of business. Small Business Administration form 
415 and Securities and Exchange Commission form N-5 require the 
filing of financial statements and, in general, statements as to the 
company’s business, methods of operation, and so forth. 

The overlap in the information called for by these various forms 
obviously does not present an insurmountable obstacle nor a particu- 
larly burdensome problem. Nevertheless, the amount of paperwork 
involved in preparation of the various forms is not insignificant and, 
possibly, a coordinated form might be devised which would simplify 
the task of a company in meeting the requirements of the Small Busi- 
ness Administration and the Securities and Exchange Commission 
and result in a saving of time and effort by both the company and 
the staffs of these agencies. 

In addition, it will be necessary for us to file periodic reports with 
both agencies and it is anticipated that in many instances both agencies 
will require the filing of eats identical information. 

It is our understanding that the Securities and Exchange Commis- 
sion and the Small Business Administration will attempt to devise a 
single form for these periodic reports which will meet the require- 
ments of both agencies. 


Ill AMENDMENT OF SMALL BUSINESS INVESTMENT ACT OF 1958 


Under section 304 of the Small Business Investment Act, a small 
business investment company can provide equity capital to a small 
business only through the purchase of convertible debentures. 

It is our opinion that this section is entirely too restrictive and should 
be amended to allow more flexibility to a small business investment 
company in providing equity capital through the purchase of not 
only debentures but also preferred or common stock, upon such terms 
and conditions as might be imposed by the Small Business Admin- 
istration. 

Such an amendment would be consistent with the intent of the act, 
would facilitate the flow of caiptal and would be of benefit to all 
concerned. 


41487—59—pt. 1—_—-4 
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Also, under section 304 of the act, the small business is required to 
purchase stock of the small business investment company. 

This compulsory stock purchase requirement serves no useful pur- 
pose and is neither necessary nor desirable. 

We would prefer not issuing stock to small businesses to whom we 
provide capital and, in turn, they generally would prefer not being 
required to become stockholders because, in essence, the amount of 
capital being furnished them is reduced by the amount of stock so 
purchased. 

We feel this requirement should be eliminated from the act. 

Gentlemen, that ends my statement and I will be happy to answer 
any questions. 

Mr. Evins. Thank you, Mr. Fraser. I am sure that the committee 
will appreciate your giving us the benefit of your views and your 
recommendations and we want to consider your statement. You did 
indicate that you had no dissatisfactions with and as a matter of fact 
received full cooperation from the Small Business Administration 
and the Securities and Exchange Commission and all agencies. 

Mr. Fraser. Well I think we have been dealing with certain agen- 
cies of the Government for a great many years and I did not mean to 
say that we felt that it could be done a little quicker and easier and 
with less form, but in general I don’t think we found it any more 
difficult or as a matter of fact as much so than dealing with the Fed- 
eral Reserve Board. 

Mr. Evrns. We see that you are knowledgeable, and you also have 
good counsel with you, Mr. Fraser. I was interested in your ob- 
servation that you thought these forms should be revised and you 
pointed out that you had to fill in two forms with the Small Business 
Administration and then you had to fill in only two forms with the 
Securities and Exchange Commission. 

Mr. Fraser. That was to get started. What we are really afraid 
of is what willcome. [Laughter. ] 

Mr. Evins. I rather gained the impression, and perhaps I could 
be wrong, that it was easier and nicer dealing with the Small Busi- 
ness Administration and the Securities and Exchange Commission 
than it was with the Federal Reserve Board. 

Mr. Fraser. I would rather not comment. 

Mr. Evins. You did make some recommendations with respect to 
the Federal Reserve Board. 

Mr. Fraser. Yes I do think that any hope for anything as far as 
any bank holding company action in this thing is certainly much 
better off in your hands through this Small Business Administration 
amendment than it would be through the Federal Reserve Board be- 
cause there is so much that is involved other than this, and from what 
I can gather there is no prospect of any immediate legislation there. 

Mr. Evrns. I think one of the principal things that we are going 
to run into and I am going to defer to my colleagues and counsel 
after making this observation, you stated also that the compulsory 
stock purchase requirement serves no useful purpose and is neither 
necessary nor desirable. There must have been a purpose by Con 
in putting that provision in there. The Banking Committees of the 
House and the Senate wrote the law and the Small Business Com- 
mittee wrote recommendations for this legislation. Of course a small 
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businessman, and if I were one wanting to get a loan I don’t think 
I would want to buy stock because my loan would be reduced by that 
amount. But if the small business investment company buys a small 
amount of stock in the small business investment company 40 years 
from now or 30 years from now they might have an equity or they 
might have some financial backing or strength that otherwise they 
wouldn’t have. 

In other words 40 years from now the small business company 
would then in turn have a substantial holding in many small busi- 
nesses that they had invested in. On the other hand, if we delete this 
provision, we might end with the investment eta owning the 
small businesses. Which would be best for the small businesses of the 
country and which would be best for the overall economy ? 

Mr. Fraser. I think you have hit on something that is important. 
We sell debentures. We have two loans in process now and we think 
they will be made. We have about 50 applications and I would say 
that half of those really had no merit to them. Somebody had an 
invention in the process and wanted to see if they could do something. 
There are 25 or so that I would say we had screened that we were able 
to make loans to out of our term business loans, and in the bank if 
they could get by on the equity, and of the others we have got about 
10 that we are still looking at and 2 that we feel are right up to getting 
ready to do something with. 

We intend to put in our debenture or later on preferred stock the 
privilege of the ownership to repurchase that stock at a fair market 
value, book value or whatever can be arrived at at the time we make 
the loan because we feel if we can get these companies started and 
turn them loose when they get their wings growing and go back and 
pick up another one and use that money, we are willing to do it. We 
expect to make our money out of growing with the company up to 
that point. We don’t expect to make our money out of interest. But 
we expect to make our money by picking more winners than losers, 
and we had experience in our term business loan department and we 
have had some that we have had to charge off. 

Mr. Evtns. How long has your small business investment company 
been actually operating, Mr. Frazer? 

Mr. Frazer. We have been operating about 6 weeks. 

Mr. Evins. Since March 14? 

Mr. Frazer. Yes. 

Mr. Evins. You have hung out a sign, “Loans now available” since 
then ? 

Mr. Frazer. Yes. 

Mr. Evins. How much or how many have you approved ? 

Mr. Frazer. Not any. 

Mr. Fraser. We are getting two of them ready. 

Mr. Frazer. This isa slow thing. 

Mr. Evrns. Is it going to be the policy of your small business in- 
vestment company to be as calculating, shall we say, in requiring as 
much collateral for making loans as the bank does? Are you going 
to have the same porey or similar policies or are you going to pursue 
a different policy ¢ 

Mr. Fraser. We are going to pursue a different policy and the reason 
I gave a little background at the beginning of my statement is that 
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we have been looking for a conveyance that we cannot use under the 

banking regulations. In this case we can look upon capacity and 
character, but to button up one of these loans it takes time, and espe- 
cially the first couple. 

Mr. Evins. Your company is one of the first organized. It will be 
the model that a lot of people are going to look to for an example. 
If you have a progressive and effective and a useful instrument, credit 
will be accorded to you and your bank and the others connected 
with it. 

If on the other hand it pursues rigid policies and it is not effective 
in carrying out the intent of Congress, the desired result of course will 
not be achieved. 

Mr. Fraser. Mr. Chairman, we realize that responsibility and we 
don’t want to drag our feet. 

Mr. Evins. We have a feeling that every big business was at one 
time a small business in this country and that the small business 
economy employs a lot of people Coals and they pay taxes and they 
are very necessary to preserve our economy, and that was the thing 
that was behind the passage of this legislation. Mr. Roosevelt. 

Mr. Roosevett. Thank you, Mr. Chairman. Mr. Fraser I am in- 
terested a little bit in the philosophy of the bank in wanting to go into 
this small business investment company. Basically it is the reason 
that the banks are interested in becoming neck celina in this com- 

any because they cannot make the kind of loans that this small 
usiness investment company can make ? 

Mr. Fraser. No. We think our main purpose is that we consider 
ourselves to be a very progressive bank and we feel that we have got 
a responsibility to try to help small businesses. I don’t believe you 
had come in when I was making my opening remarks when I said that 
we had been trying to do this for some time and the Bank Holding 
Company Act stopped us from forming an investment company in 
1956. We think that we have a responsibility to help small businesses 
and individuals. We have done a retail banking business for many 


ears. 

Our bank has never had the philosophy that you make the most 
money you can out of a thing, but you look ahead and you grow as 
we have done. Ours is that kind of operation. 

We feel that a bank has many collateral purposes in starting a 
thing of this kind, that they can develop good customers for the future 
and it is worthwhile to get in there and do a job for these small 
businesses. We want to be the little man’s bank, the small business- 
man’s bank and we have that reputation in our State, I believe. 

Mr. Roosrveitt. However it would be true that this particular 
equity capital which is the basic purpose of this act, that the bank 
itself would feel that it could not make that kind of loan. 

Mr. Fraser. That is right. 

Mr. Roosevetr. And therefore the only way that it could partici- 
pate is to get into this business. 

Mr, Fraser. Yes. 

Mr. Roosrverr. In the operation of the company are there any 
other directors who are not directly associated with the bank? 


Mr. Fraser. Yes, sir, we have five bank directors and six outside 
directors. 
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One of those outside directors is in a small textile mill in Com- 
merce, Ga. One is down in Sandersville, Ga., in a wholesale grocery 
and some other interests down there. 

One of them is in Columbus, Ga., Mr. Turner of W. C. Bradley Co. 
who is interested in several companies. 

Then Mr. Ivan Allen, Jr., who is in the office supply business. 

Then Mr. Charles Hertwig of Macon, Ga., who is retired from the 
textile business. 

Then from down in Carrollton, Mr. Roy Richards who makes 
aluminum wire for REA and they do some building too. 

Mr. Roosevetr. Do these other directors have some stock in the 
company too? 

Mr. Fraser. Not at this time, no. We want to get this thing oper- 
ating as it should be operated and we will let those directors in and 
we want to get others in and we do not want to keep it a wholly owned 
subsidiary of the bank, but we would like to get some experience and 
get it set up before we invite others to come in. . 

Mr. Roosrvetr. Is there any basic policy for the investment com- 
pany as to the type of businesses that you will do business with? 

Mr. Fraser. No. We are screening our files for loans that we have 
turned down in our term loan department to see if we can go back 
and help those people. We had a discussion at our last meeting, 
Mr. James Frazer was present, and we tried to determine our ap- 
proach to these things and realize, as the chairman said just now, that 
we have a responsibility to make loans that will help people and not 
just loans. We have no idea of making a loan to some subsidiary of 
some large corporation to help just that kind of thing. We are 
genuinely interested in helping the small businessmen. 

Mr. Roosrvett. Do you know whether any other companies, in- 
vestment companies or would-be investment companies, have an ap- 
plication before the Small Business Administration in your area to 
serve the same area ? 

Mr. Fraser. I don’t know that they have, but we have talked to 
some people that are thinking about it and we have told them we would 
help them in any way we could. We think there is room enough to 
take all the capital we have and others that may form one, so we will 
be delighted to work with any of them and help them in any way that 
we can to get started. 

Mr. Roosevett. I am particularly interested in the statement be- 
cause as a matter of policy I am interested in making sure that the 
Small Business Administration doesn’t feel, that because they have 
accepted one outfit and given a license to that outfit, that would 
preclude others from operating in the same area. In other words, you 
do feel that there is a need and plenty of business for more than one 
loaning firm in your type of area? 

Mr. Fraser. Certainly more than one. I don’t know when the sat- 
uration point might be reached, but I think we cannot take care of all 
the need ourselves. 

Mr. Roosevett. I was interested in your remark that you don’t in- 
tend to make your money out of the interest rate. You are employing 
however at the present time the maximum interest rate which has 
been approved for your operation, is that right ? 

Mr. Fraser. Yes. 

Mr. Roosevert. What is that interest rate? 
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Mr. Fraser. Our maximum legal rate in the State is 8 percent but 
we don’t propose to charge 8 percent. 

Mr. Roosevett. What interest rate do you charge? 

Mr. Fraser. 6 and 614 percent. 

Mr. Roosevett. How does that compare with your interest rate on 
your present loans in small business, to smal] business concerns over a 
short period of time? 

Mr. Fraser. Comparable. 

Mr. Roosevett, It is comparable? 

Mr. Fraser. Yes, we can usually charge 6 percent on those loans. 

Mr. Roosrevett. Would it not be reasonable that you would charge 
a higher rate normally? Short term loans normally have a lower 
interest rate than the longer term loans, 

Mr. Fraser. That is true generally. The Government bond market 
at the present time does not show that spread and your short term 
money today is much closer with the price of the long term money 
than it usually is. Ordinarily there would be a 2 percent spread be- 
tween our loans in the bank, 30, 60 and 90 day paper over some that 
will run for some time, but that spread has narrowed and as I say we 
hope to operate off of interest, but we think the profit of this thing 
to make it really attractive is coming from our growing with the 
companies and sharing in that growth, and although we will give them 
a right to buy back so that we can turn around and go into another 
one, we do think that is where the profit is coming. 

Mr. Roosrvert. I am interested in your suggestion that we some- 
what liberalize the restrictions of the convertible debenture part of 
the act. Would you feel that the average small business investment 
company would consider those convertible features as the most valu- 
able thing that it gets out of this act ? 

Mr. Fraser. I would think they would have to feel that way because 
I don’t think they can make the money any other way. They may 
make a living but that is going to be the difference between profit 
and enhancement of the investment to the stockholder of the small 
business investment company. . 

Mr. Roosrvett. When you mentioned the recommendation that we 
include preferred or common stock purchases you do recognize that 
it would be important to have some regulation of this right, however. 
Otherwise that, could become a weapon which could be used to the dis- 
advantage of the borrower, so to speak, under certain circumstances. 

Mr. Fraser. Well, of course, the convertibility of the debenture 
puts you in possession of the same kind of thing. In investing in 
these companies we are going to have to hold them by the hand. We 
cannot depend entirely on a note with collateral. We are going to 
watch it and get monthly or quarterly operating statements. We are 
going to advise with them in some cases. We are going to ask them 
to let us put somebody on the board, an accountant or somebody we 
have confidence in that will see that they don’t make mistakes that we 
can help them avoid. 

Mr. Roosevert. In other words, you actively are going to try to 
help them improve their management or get over their management 
problems. 

Mr. Fraser. That is right. In some cases they have an excellent 
sales setup but the fiscal] officer needs strength, and maybe vice versa 
and we may get somebody that we can use that knows something 
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about sales to go on the board to help them with that part. We feel 
that we have to do more than just make a loan here. We have to sit 
with them until they get well established. 

Mr. Roosrvetr. At the present time whatever arrangements you 
make with the borrower is simply something that you work out with 
him with regard to the debenture, the convertible feature of it, if we 
liberalize it with the preferred or common stock? There is no super- 
vision or review by the Small Business Administration of that agree- 
ment, is there ¢ 

Mr. Fraser. I think that would have to be the stipulation and if 
that is the thing to do, that you could not take over a certain percent- 
age of it I don’t know what stipulation should be in there, but I think 
something should be in the act if you want to keep a company from 
gobbling up the small businesses. 

r. Roosevett. I was hoping that was what you were going to say. 
I think we would be interested in a specific suggestion from you as 
to what would be a reasonable restriction. 

Mr. Fraser. Under the conversion feature we are going to give 
the principals a right to repurchase at a fair market value at any 
time that they get around to where they are able, and we have no 
desire ourselves to run the business. 

Mr. Roosevetr. At the present time in section 304 there is a provi- 
sion under (c) which reads: 


Before any capital is provided to a small business concern under this section— 
and then it says under paragraph (2): 


Except as provided in regulations issued by the Administration, such concern 
shall agree that it will not thereafter incur any indebtedness without first secur- 
ing the approval of the company and giving the company the first opportunity 
to finance such indebtedness. 

That has seemed to me to be a very restrictive provision and I was 
wondering whether you felt that it might be eliminated. 

Mr. Fraser. I would not like to see it eliminated, Mr. Roosevelt, be- 
oon I think this might get the company in trouble. I certainly 
think—— 

Mr. Roosrvetr. However, they also have to come back to you for 
any other financing they want to do; isn’t that right? It closes the 

oor. 

Mr. Fraser, I agree that they have to come back to us for permis- 
sion to do additional financing and we have to approve and are given 
the first opportunity to finance such indebtedness. I do think that 
while you have an investment in the small business I think that this is 
equity capital and I think they are going to have to borrow. As a 
rule we hope to provide the equity and provide a means for them so 
they can borrow the addition} money in the money market. 

Mr. Roosrvetr. Where it says it shall not incur any indebtedness 


without first securing the approval of the company, which in this in- 

stance is the bank, and giving the company the first opportunity to 

finance such indebtedness and I was remembering your observation 

and I wanted to be sure that my firm had the short term financing 

that this company might generate. I would find this a very convenient 

way to make sure that my firm never lost any of the future financing. 
] 


I would try to tie up a 


wou customers in the area through this little 
gimmick. 
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Mr. Fraser. We feel we don’t want to furnish all that money. 
Maybe fortunately we feel that we have all the demand for loans that 
we need. We would rather have a deposit account than a loan account 
any time. 

Mr. Roosevett. I am a little suspicious as to why all the banks sud- 
denly get so doggoned interested in this and I have looked through 
the act to find the reason, and when I find something like this I begin 
to wonder. In other words, they want to hold on to the equity financ- 
ing and also the short term financing and they have got a very nice 
little piece of machinery to do it here. Would you object to our modi- 
fying that? 

Mr. Fraser. As far as we are concerned we would not object 1 
minute. It could be stricken entirely. I don’t know how others feel, 
but we don’t care. We would like to be consulted on what they do 
about financing and we will be, and to advise them, but as far as 
making them come to us for money, no, we have not—I think banks, if 
they are smart, they have collateral benefits in forming one of these 
things because they can build customers for the bank and that to me 
is one of the reasons why banks should get into it. 

Mr. Roosrvetr. Thank you, Mr. Chairman. 

Mr. Evins. Mr. Brown ? 

Mr. Brown of Missouri. It is awfully nice of you folks to come up 
and help us out on this thing. You are the first ones to have any 
experience. 

As of the moment this $325,000 or $400,000—soon to be—Small 
Business Company is really a division of your bank, is that a fair 
statement ? 

Mr. Frassr. It is owned entirely by our bank, so I think that is a 
fair statement. 

Mr. Brown. When do you contemplate outside money coming into 
this concern ? 

Mr. Fraser. I think I would say within a little over a year. 

Mr. Brown. And in what amounts when the baby has crawled and 
then walked and starts to run ? 

Mr. Fraser. I would think for several years at least we would 
want to keep 51 percent. 

Mr. Brown. You feel that 51 percent is absolutely necessary for 
effective control ? 

Mr. Fraser. No, we do not and I think probably less than that. 
We have talked about that. 

Mr. Frazer. We propose—and if I don’t talk loud enough it is 
because I have a bad right ear. I have an infection in my right ear. 

We set it up for a total of $5 million. That is the maximum that 
we propose to reach. 

We would naturally be restricted and are restricted as to the amount 
the bank itself can own. The act restricts it to 1 percent of our capital 
and surplus. Even if the act should be amended so that it would be 2 
percent of the maximum we would still be restricted to $800,000. So 
you can see that our ownership if we sell the stock of the company 
would naturally be depleted and therefore we would not be the major 
ownership and we do not propose to be except that we do want to 
do it at the outset for the simple reason we want to get the bird in 
the air. 

















OPERATION OF THE SMALL BUSINESS ADMINISTRATION 53 


Mr. Brown. You contemplate that it will take you a year at least 
before you increase your capital structure? 

Mr. Frazer. I would think so; yes. No, not from the $325,000 
because we propose to raise that in the next 60 days on account of 
the fact that the bank itself has raised its capital above the $400,000; 
yes. 

Mr. Brown. Naturally as long as it is at the $400,000 level it is not 
going to make a lot of money, is it? 

Mr. Frazer. No, it is not. 

Mr. Brown. And it is going to be a very small division of this 
$40 million operation which you have. 

Mr. Frazer. That is correct. 

Mr. Brown. I read about it many, many years ago and incidentally 
you folks are really progressive bankers. 

Mr. Fraser. We are working on arrangements to borrow money 
ourselves, not from our bank but from outside sources to implement 
our capital so that we do expect to have a little more than the $400,000 
as we need that money. 

Mr. Brown. In other words, you will get the leverage through the 
borrowing from private sources ? 

Mr. Fraser. Yes. 

Mr. Brown. Do you feel you can tap these private sources ? 

Mr. Fraser. Yes, we have had some conversations already with 
some of the large insurance companies who indicated that they will 
go along with us. 

Mr. Brown. In the State of Georgia are there any statutory restric- 
tions on insurance companies going along with this sort of thing? 

Mr. Frazer. No, not that I know of. 

Mr. Brown. That is one avenue of growth in this small business in- 
vestment company, and incidentally, I believe this has a tremendous 
potential and it almost seemed as if it was going to die aborning if 
these smal] investment business companies could not make some money. 
You are going the venture route. 

Mr. Frazer. That is what we are going todo now. We already have 
sources to make the long-term loan type. It is purely the equity 
deal that we expect to go into now. 

Mr. Brown. These two situations that you liked a little bit, would it 
be a fair question to ask you to describe them, maybe not one of the 
two you particularly liked but pick one that you have been looking at. 

Mr. Fraser. I have not been doing the actual processing of this 
thing. We have got two loan officials who are handling them in 
Atlanta and one of them is the head of our term business loan depart- 
ment and the other is our trouble-shooting man who looks at credits 
that are getting into trouble a little bit. 

Mr. Frazer. One of them is a concern that manufactures aluminum 
doors and they have a very nice potential business in Atlanta and they 
desire to branch out into Mr. Roosevelt’s State of California. Sixty 

ercent of their orders come from the west coast, not all in California 
but from the west coast and they feel that in order to compete because 
sooner or later somebody in the vicinity of California or on the west 
coast, in that area will go into the business if they don’t. They need 
the money and they do not have the capital. We propose to work it 
out for them if we can. Now one man owns it—it is a proprietorship— 
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he is going to have to incorporate under the act before he can give us 
debentures. 


Mr. Brown. You feel that it is almost imperative that each firm be 
incorporated ? 

Mr. Frazer. Yes, under the act we do. 

Mr. Brown. I notice you object to this borrowing, and let us not 
call them borrowers, but this man who needs financing—because there 
are a lot of ways to finance a man—you object to his purchasing any 
stock in the small business investment company out of proceeds of 
the financing. 

Mr. Frazer. In this particular one we do not object. It so happens 
that he objects. 

Mr. Brown. He objects? 

Mr. Frazer. He objects. 

Mr. Brown. The intent of Congress was to broaden the base of 
ownership in these small business investment companies. He doesn't 
want in your company ? 

Mr. Frazer. He doesn’t want in our company. He doesn’t particu- 
larly want us in his company because he doesn’t want us to be able 
to convert his debentures, this particular man—by the way, we lent 
him the money to buy out the former owner so he has been our baby 
from the very Seetiuhee. He is a good man. 

Mr. Brown. You have been in his company for some time? 

a Frazer. Yes, we have been in his company but not in owner- 
ship. 

Mr. Roosrvetr. If I understand correctly you think that the small 
businessman when borrowing from your small investment company 
objects to the convertibility provision and so what you have done if I 
understood Mr. Fraser was to enable him to buy that back ? 

Mr. Fraser. That is right. 

Mr. Roosrvett. Buy that convertibility back. Would you think 


that there should be specifically spelled out the right to buy that back 
because that right is not in the law, is it? 


Mr. Frazer. It isin the regulation. 
Mr. Roosevett. You have it in the regulation but it is not a part 


of the act itself. But the regulation requires that you give him that 
right at the time. 


Mr. Frazer. Oh, yes. 
Mr. Roosrverr. You are talking now about the stock that the bor- 
rower buys in the investment company ? 


Mr. Frazer. You are talking about the borrower buying into our 
company ? 


Mr. Roosevetr. Yes. 

Mr. Fraser. And we have to take up his but there is nothing in the 
act that says that the investment company must sell back his stock 
to the owner. 

Mr. Brown. Under the regulations you say that you have to buy 
back the stock that he purchases out of the proceeds of the financing. 
He cannot sell it to anybody else? 

Mr. Frazer. You do not have to buy it back unless you have a 
repurchase agreement. 

Mr. Brown. That was not the intent of Congress. 


Mr. Roosevett. This is very interesting. I am sure of that. I 
would like to see the regulation. 
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Mr. Brown. To broaden the base of this thing was our intent, and 
maybe it is not wise. Men can have honest differences but clearly the 
intent was that these companies being financed by small business 
investment companies would diversify their ownership by owning a 
portion of a company that is financing similar small businesses. 

Mr. Fraser. I do not know the intent. One of the reasons we ob- 
ject is that they buy in while they have got the loan and they sell 
back after the he is paid out and it is just a nuisance proposition 
to them and to us. 

Mr. Brown. You say you have no objection to this purchase of your 
stock because you are going to sell outsiders anyway, aren’t you? 

Mr. Fraser. Yes. 

Mr. Brown. You would just as soon have Joe Doakes whose com- 
pany you are helping as anyone else? 

Mr. Fraser. Yes, I think that would be all right. If you get the 
thing into the hands of people that may not be compatible in their 
thinking, they might adopt a policy which would be different, which 
would change our conception of the thing entirely and instead of 
helping small businesses, try to make the most money out.of the thing. 

Mr. Brown. How long do you feel it would take at that 2 percent 
rate for the purchase of the stock—2 percent of the proceeds—before 
the participating concerns would own 70 percent of the small business 
investment company ? 

Mr. Fraser. I wouldn’t know. 

Mr. Brown. It would take a long time, wouldn’t it? 

Mr. Fraser. I would think so, yes. But I have no idea to make a 

uess. 

5 Mr. Brown. In your own parent company—and this may_not be 
up-to-date—but they say that the officers, directors and their families 
own 200,000 shares of the 700,000 shares outstanding of the Citizens 
& Southern Bank and Holding Co., the whole business. Is that rough- 
ly the situation ? 

Mr. Fraser. Of course. Our shares are now exactly double that; 
1,406,000. 

Mr. Brown. But the ratio. 

Mr. Fraser. The ratio has diminished it and so that no one family 
owns as much as 5 percent of our stock. 

Mr. Brown. But the officers, directors and their families of the par- 
ent company have effective control of the operations, do they not? 

Mr. Fraser. Yes I would say that you could effectively control a 
company with that amount of stock, 15 or 20 percent even. 

Mr. Brown. My point is this: Is there really an ogre here? It 
would take a long time for these participating companies, small enter- 
prises, to own so much of the company that they would actually con- 
trol it. You gentlemen started it and you are going to be the effective 
control for many, many years, aren’t you, Mr. Fraser? 

Mr. Fraser. That doesn’t worry me as far as them coming into the 
thing that way at all. It is a question of coming in and going out 
and I don’t see any reason for it. 

Mr. Brown. There is the key. I cannot figure out how this all got 
changed between Capitol Hill and 811 Vermont. It says in the regu- 

lations: 

Provided, however, That a licensee which is not indebted to SBA may issue 
such capital stock with a repurchase option, which may be exercised in not less 
than 30 days at the price paid per share. 
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A licensee shall not repurchase such capital stock so long as the 
licensee is indebted to SBA. Small business concerns, however, sell 
such capital stock at any time subject to the repurchase option, if any. 

Mr. Fraser. You are talking about the stock in the investment 
company ¢ 

Mr. Brown. Yes. This compulsory repurchase after the loan is paid 
off or the convertible debentures have been converted. You say that 
the small business concern has to sell the stock back to you? 

Mr. Fraser. We are obligated to repurchase it from them. I do not 
know what the intent of Congress was. What I thought that provi- 
sion was put in there for was when the Government thought they 
were going to have a lot of money in this thing and the purpose of 
that money was for the investment company 

Mr. Evtns. You are not obligated to purchase it unless the owner 
desires to sell it. 

Mr. Roosrvett. Suppose he sold it to somebody else? He has a 
right to sell it to somebody else. 

r. Frazer. He can, subject to the repurchase option, if any. 

Mr. Roosrveur. Then he doesn’t have to sell it at all. 

Mr. Frazer. That is correct, but we control it so long as the loan is 
in existence. 

r. Roosrvetr. The small business concern may, however, sell such 
capital stock at any time subject to the repurchase option. 

Mr. Frazer. But we have the repurchase option to buy it back. 

Mr. Roosrvett. Suppose you don’t want to buy it back? 

Mr. Frazer. That is correct. 

Mr. Roosevett. He can force you to buy it back at any time? 

Mr. Frazer. Oh yes. 

Mr. Roosrvert. Even though the loan is still outstanding? 

Mr. Frazer. No. 

Mr. Roosrvett. Not while the loan is outstanding. 

Mr. Frazer. It depends on the repurchase agreement. 

Mr. Brown. You are hoping to convert these convertible deben- 
tures to common stock. That is how you are hoping to carry on this 
enterprise? If you convert to a common stock, do you mean that 
the man then has to sell back his stock in his small business invest- 
ment company to you after the conversion ? ; 

Mr. Roosevett. We are now talking about a different thing. That 
is an entirely different thing. 

Mr. Fraser. I am confused. 

Mr. Brown. Just a second. Let us clear it up. Here is a man who 
has a firm in which you have $10,000 of convertible debentures and 
there are 100 shares of common stock. Out of that amount he buys 
$200 worth of stock in the small business investment company. When 
you convert and take the convertible option and pick up the 100 
shares of common stock he no longer owes you anything, does he? 
Does he have to sell his shares of stock that he holds in the small 
investment company ? 

Mr. Frazer. It depends on the agreement. : 

If we took an option at the time we made that loan and sold him the 
stock at the inception he would be required to do it. 

Mr. Brown. At what price? 
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Mr. Fraser. The regulation stipulates that it must be at book value 
of the investment company, fair book value at the close of the preced- 
ing year. 

Mr. Roosrverr. At any time prior to the time that he wanted to 
sell to a third party he would have the right to do so under this 
regulation again, subject however to the option. 

Mr. Frazer. Our repurchase option, that is correct. 

Mr. Roosevett. Are we clear now ? 

Mr. Brown. We are clear except this. Right now I would love to 
buy all the shares of General Electric that I could buy at book value, 
but nobody on earth can buy them because the secondary market price 
is so much higher than the book value price. 

Now if you gentlemen operate the kind of small business investment 
company that I am hoping you will operate, those shares on a second- 
ary market are going to be a lot more valuable than book value and 
yet they are oing to retain, under these regulations, a constant option 
to buy at book value, is that true? 

Mr. Fraser. I think we have that right at the present time; yes. 

Mr. Brown. I don’t know where all those regulations came from but 
I want to find out. Thank you, Mr. Chairman. 

Mr. Roosrvett. Mr. Barnes will have to tell us some day. 

Mr. Fraser. May I point out this while we are discussing it? This 
is the debenture. We are talking about the debentures under section 
304. In subsection (b) (3) it shall be convertible at the option of the 
company, or a holder in due course, up to and including the effective 
date of any call by the issuer, into stock of the small business concern 
at the sound book value of such stock. 

So you see you have the sound book value not only as to the stock 
of the investment company but also as to the stock of the small busi- 
ness concern. 

Mr. Evins. We don’t know what the Congress will do with respect 
to these recommendations with regard to the purchase of the stock, 
but as long as it remains in the statute I think it is incumbent upon 
small business investment companies to point out to the borrower the 
intent of Congress and the desirable features to him and not to dis- 
courage him and dissuade him and say that this is a bad gimmick. 
This is one of the features which was adopted from the Federal Land 
Bank. I am advised that many farmers say they don’t want to take 
the 5 percent that is required. Sometimes you don’t want to take 
medicine but it is beneficial in the long run. 

Mr. Brown. Mr. Chairman, could I ask one or two more questions? 

Mr. Evins. Yes. 

Mr. Brown. Yesterday Mr. Barnes commented to us that stock 
warrants be authorized in addition to convertible debentures in this 
operation. I agree there is a lot of merit in the suggestion. I want 
to think about it for a long time. Now under the present act let us 
assume that you loaned $100 to a small business concern with the obli- 
gation being convertible into 20 shares of common stock and under 
that set of circumstances do you see much difference in that and loan- 
ing that company $100 on a debenture with 20 warrants for common 
stock at $5 a share? 

Mr. Fraser. No. We have been talking about this thing and there 
are certain times it is more feasible to work out one thing than the 
other. I think you can work it out and come to the same answer in 
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either one of them. Sometimes it is easier to work out one where 
the individual company that is going to do it would rather sell you 
stock at the beginning or take convertible preferred or convertible 
debentures depending on their setup and their tax situation and what- 
not that might govern, 

Mr. Brown. You would give it more flexibility in working these 
details out, would you not? 

Mr. Fraser. That is what we think. 

Mr. Brown. Now as to the net results in the long run, right now you 
don’t contemplate taking so many convertible debentures from any 
one company that you will wind up with control of the company ; 
do you? 

Mr. Fraser. I think we are limited in fact to a minority interest. 

Mr. Brown. Now if the same limitation applied to stock warrants, 
the net effect would be the same except that potentially your company 
would wind up with not only the debenture funds, that is the loan to 
operate on, but also have more proceeds from common stock, more 
equity capital in the firm through the stock warrant plan; wouldn’t it? 

Mr. Fraser. That is right. 

Mr. Brown. Thank you. 

Mr. Evins. Thank you, Mr. Brown. Mr. Avery ? 

Mr. Avery. Thank you, Mr. Chairman. I would like to associate 
myself with my colleagues in expressing our appreciation for your 
coming up to testify today. I would like to add that I consider you a 
very capable witness. 

I observe that you state that you have been doing business with 
Government agencies for a long, long time. I was wondering, based 
upon your vast experience with Government agencies whether you 
felt there was any unreasonable delay in the drafting of the regula- 
tions by the Small Business Administration which were formalized 
about the first of the year after the passage of the act in August. Was 
that about in line with or more expeditious than your previous 
experience ? 

Mr. Fraser. I will have to admit it is more so. I was working up 
here on the 1954 code and I know that the Bureau was still getting 
around in the next year to some of the regulations on that, so I am 
going to say my experience has been that it has been forthcoming in 
pretty good shape. 

Mr. Avery. Wouldn’t you agree too that this is a pretty far-reach- 
ing undertaking? It virtually amounts to the chartering of a whole 
new system of banks of the country; does it not? 

Mr. Fraser. Yes, I think so. To me, and there I am certainly no 
expert, but this is still in the experimental stage of legislation and 
we are moving slowly in our own company because we don’t want to 
make mistakes. We feel that it is better to be criticized for going a 
little bit slow than to jump out and make one or two loans now on the 
basis that won’t be fundamentally the best basis. We are not drag- 
ging our feet in any instance but we are trying to and it takes time to 
draw up these debentures and the different documents and to get the 
business itself to understand what we are trying to do. We are going 
slower than we would in making a regular loan in our bank which 
can be done in just a few days. That is purely a routine matter. 

aoe Avery. In the industry you have about 500 years of experience 
there. 
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Mr. Fraser. Yes, that is part of it. 

Mr. Avery. Whereas now you are venturing into a field that has 
not been tested and certainly to my knowledge there was not any need 
for a crash program. It was my understanding that we were trying 
to carefully develop an investment program that would attract fresh 
and new capital into the field of small business. 

Mr. Fraser. That is right. 

Mr. Avery. There has been some apprehension expressed by my 
colleagues and understandably so that the short experience which we 
have with small investment companies that their personnel and cap- 
ital was pretty closely identified with an existing investment com- 
pany or bank. To me that isn’t alarming. Maybe it might be more 
desirable if there could be some other way, but it appears to me that 
the people that will be attracted into this field are people, No. 1 who 
have some knowledge of it and No. 2 have some money to invest, and 
it is perfectly natural that the people who have some money to invest 
would probably be already associated with some investment house or 
bank. It is not reasonable to imagine a situation where somebody 
has a few hundred thousand dollars or a few thousand dollars is just 
sitting around waiting for an opportunity like this to associate him- 
self with an investment company. His money has already been work- 
ing somewhere or he has been exploiting or exploring different places 
for aninvestment. Thisisanewavenue. It is untested and naturally 
the pioneers in this industry are going to be people who have his- 
torically had same experience in the banking business. 

Now as to why this particular bank—and I think it is reasonable 
to anticipate that there may be additional banks that will associate 
with the formation of small business investment companies as such— 
isn’t it a fact that the loan limitation provided on all State and na- 
tional banks would preclude them from financing small business com- 
panies to the extent necessary to get them on their feet, whereby in 
this type of a corporate structure you could have sufficient capital 
available to establish them in business. 

Mr. Fraser. Yes, sir, and I answered that before. I think the 
banks are in a position and they have facilities to utilize, to do 
these things without making it as expensive and, of course, any cor- 
poration, bank or whatnot when it starts in cannot make money from 
the inception of the company. They usually lose a little money until 
they get on their feet and begin to operate. But again I think these 
things can be of interest to other investors and certainly we want to 
help others get into the field, individuals or any groups that might 
do it and we are perfectly willing to help them with their credits or 
any other phases of it that they need help on. 

Mr. Avery. I am glad you stopped on that point because that pre- 
sents an approach to ask my next question. I believe I understood in 
your response to Mr. Brown or Mr. Roosevelt that after a year it was 
your intention and plan to attract or to make available additional and 
fresh capital into your investment company that would flow from 
sources other than the bank or anybody presently connected with the 
company, and I think I further understood you to say that that would 
probably be done on a personal basis, that present stockholders in the 
investment company might know the availability of certain other in- 
vestment capita] that they could borrow on a personal basis and then 
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reinvest that in the investment company. Did I understand you right 
on that? 

Mr. Fraser. I did not follow you right there at the end. 

Mr. Avery. I am not sure I followed you, and that is why I am ask- 
ing the question. In seeking the new money, fresh capital 

Mr. Fraser. Fresh investment capital for the investment company. 

Mr. Avery. Yes, for the investment company, that you as a present 
stockholder might know about and have additional ‘apital available 
on a personal basis. 

Mr. Fraser. Rather than from the bank. 

Mr. Avery. Yes, rather than from the bank. In other words, you 
would be the guarantor of the loan to the fresh capital rather than 
the investment company. Is that—no, that isn’t it, is 1t? 

Mr. Fraser. No. We merely say that when this thing is going along 
and we have already gone into a list of people and some corporations 
that we think would be interested in the small business end and we 
are going out to them and we say that we think the time has come to 
use their capital where it will do them the most good and if you want 
to invest $10,000 or so to come into the picture. 

Mr. Avery. You would just make the contact on a personal basis? 

Mr. Fraser. Yes. 

Mr. Avery. The individual reephalbitity would end at this point? 

Mr. Fraser. Yes. 

Mr. Avery. In what money market would you be competing? When 
we talk about money you can evaluate it in terms of interest. 

There was aterm I am not sure I understand. What is the “prime” 
interest rate ? 

Mr. Fraser. The prime interest is a rate set usually by the New 
York banks working with the Federal Reserve Board. In the money 
market it is the minimum rate a bank will lend to the prime borrowers, 
the corporations where there is no question about the credit standing, 
and that is the minimum rate to the big borrower. 

Mr. Avery. This capital, if you would go out to attract into your 
investment company, it is reasonable to assume that you would have 
to have a differential between the earnings on the convertible deben- 
tures and your prime money market, is that ri ight? 

Mr. Fraser. Yes, I think that there would be some small differential 
but I think we would attract the investor who was interested in de- 
veloping the State of Georgia and the industry in it and the return of 
interest would be not the major function, and then going into the 
major thing would be that if they felt that there was something that 
they probably wouldn’t lose any money on and they had a chance of 
growing with aoe and had a chance of helping industry. 

Mr. Evrys. I did not want to discontinue any questioning but we 
announced earlier we had a number of witnesses whom we hoped to 
hear, several witnesses today, but you can go right ahead. 

Mr. Avery. I think under those circumstances it might be well to 
divide the time at the beginning of the questioning. 

Mr. Evins. I want to be fair and I have no disposition to cut any- 
one off, 

Mr. Avery. Continuing then, Mr. Fraser it is in this area that you 
think this would be highly desirable to have more flexibility in the 
type of obligations that the investment companies could accept in ad- 
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dition to the convertible debentures that you are pretty much re- 
stricted to at this time. 

Mr. Fraser. Yes, sir. 

Mr. Avery. Going into the other phases of the stock, the stock 
that the borrower must purchase in the investment company and L 
think the Chairman identified that probably more clearly than had 
been done previously, that that entire formula had been lifted out of 
what had been in existence in the Federal land banks since 1918, and 
having had a little experience in that line I might add that from @ 
borrower’s standpoint it has the effect of raising his rate of interest 
on a loan. 

Mr. Fraser. He has less money available. 

Mr. Avery. He has got less money available and on a 5 percent 
loan it has the effect of making it about a 514 percent loan rather than 
spreading the assets or stabilizing the economic status of the com- 
pany. It just has the effect of raising the rate of interest on him and 
certainly I would agree with you that that requirement is not in the 
interest of small business that is seeking to establish itself. 

Well, Mr. Chairman, I had several other questions but again I will 
defer to the Chair to expedite the hearing. 

Mr. Evins. Thank you, Mr. Avery. I want to say Mr. Fraser that 
we appreciate your statement. Ten years ago in 1949 our committee 
met in the auditorium at Atlanta and there was a question at that 
time about credit and equity capital and long-term loans. That was 
10 years ago and it is evident we have not entered into any crash 
program on this matter. But let me express the hope that now that 
you are licensed and chartered and are supposed to be operating that 
soon you will be making some risk loans and not just bank loans. 

Mr. Fraser. Yes, sir. 

Mr. Frazer. May I say for the record that under our State law our 
State banks could not go into this program, but we passed a bill in 
oe State legislature in February that permits State banks to do that 
thing. 

Mr. Evins. Thank you, gentlemen. We will now call Mr. Thomas 
Grant, Jr., who is the president of the National Association of Small 
Business Investment Companies from Charlotte, N.C., and I believe 
also Washington, D.C. 

Mr. Grant. I would like to introduce Mr. Charles Noone the gen- 
eral counsel of our association. 

Mr. Evins. Mr. Grant is the senior vice president and senior trust 
officer of the First Union National Bank of North Carolina. 


TESTIMONY OF THOMAS GRANT, JR., PRESIDENT, NATIONAL ASSO- 
CIATION OF SMALL BUSINESS INVESTMENT COMPANIES, ACCOM- 
PANIED BY CHARLES NOONE, GENERAL COUNSEL 


Mr. Grant. My name is Thomas Grant, Jr. TI am senior vice presi- 
dent and senior trust officer of the First Union National Bank of North 
Carolina at Charlotte, N.C. 

I am also president of the National Association of Small Business 
Investment Companies, and it is in the latter capacity that I appear 
before you today. 


41487—59—pt. 1——_-5. 
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I should like to take this opportunity to thank you, Mr. Chairman, 
for affording me this opportunity to appear before you. I would like 
to emphasize that I am really a trust officer and not a banker. I am 
also a director of one company that has received a license as a small 
business investment company here in Washington, the Allied Small 
Business Investment Co. 

Our association is a nonprofit corporation which was chartered No- 
vember 6, 1958, in Delaware. It was formally organized at a meeting 
held in New York City on December 3 at which investors from all 
over the country participated in the election of a board of governors 
made up of 21 responsible persons representing 15 States and the 
District of Columbia. 

Briefly stated, the purposes of the association are: 

(1) To promote through cooperative effort the business of 
companies operating under the authority of the Small Business 
Investment Act of 1958; 

(2) To provide a medium through which its membership may 
be enabled to confer, consult and cooperate with governmental 
and other agencies in the solution of problems affecting the mem- 
bership; 

(3) To promote and maintain high standards of conduct in 
the transaction of the business of the membership; and 

(4) To undertake and pursue educational and research proj- 
ects relating to the business of the corporation and its members, 
and to disseminate the results of such projects to the membership 
and the public at large. 

At the present time the association publishes a monthly newsletter 
which goes to some 450 individuals and groups throughout the coun- 
try. Through the medium of our newsletter principally, we are in 
constant contact with two main gorups, namely small businessmen 
interested in obtaining financial assistance from the new companies, 
and individuals and groups which are either forming small business 
investment companies or are continuing to study the program with 
a view to forming such companies. 

As a result of our contacts with these people, we have come to some 
definite conclusions with reference to the need for amendments to the 
Small Business Investment Act of 1958, and I would like to outline 
for you at this time our recommendations in this area. 

Our recommendations fall into two broad categories, namely those 
relating to the tax features of the new program and those concerned 
with the substantive aspects of the Small Business Investment Act 
of 1958. 

I recognize that your committee has no legislative responsibility as 
such, particularly in the tax field, but I also recognize that all of you 
gentlemen are keenly interested in small business and in this new pro- 
gram. Accordingly, in the hope that you will individually lend your 
support and prestige to all of our recommendations, I would like 
briefly to summarize our tax proposals as follows: 

(1) We urge that small business investment companies be granted 
an exemption from section 541 of the 1954 Internal Revenue Code re- 
lating to the personal holding company surtax which has discouraged 
many potential investors in the new companies. We believe that the 
new companies should be exempt from this surtax just as many banks 
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and other lending institutions are now granted exemptions tnder 
section 542(c) of the code. 

(2) The Small Business Investment Act of 1958 as presently con- 
stituted contains a built-in bias in favor of corporations in that all of 
the tax benefits and capital gain opportunities for investors are re- 
lated to equities in corporations. We have recommended that a corre- 
sponding advantage be extended to the loan provisions of the act by 
permitting the new companies to take a deduction for 15 percent of 
the interest received by them on long-term loans made to small busi- 
nesses. We feel this provision would have the effect of increasing the 
amount of funds flowing from the new companies to unincorporated 
small businesses. 

(3) We have recommended that the new small business investment 
companies be exempted from the accumulated earnings tax under 
section 531 of the 1954 Internal Revenue Code where their earnings 
are reinvested as provided in the Small Business Investment Act of 
1958. The possible imposition of the section 541 surtax has also acted 
as a deterent to the formation of the new companies. We believe that 
the acceptance of our recommendation on this point would remove a 
fear which has discouraged many potential investors in the new 
companies. 

Senator Sparkman, chairman of the Senate Select Committee on 
Small Business, has introduced a bill, S. 979, incorporating the fore- 
going three recommendations on taxes as suggested by our association. 

Mr. Roosevelt of this committee has introduced a companion meas- 
ure in the House. The Sparkman and Roosevelt bills are now before 
the Senate Finance Committee and the House Ways and Means Com- 
mittee, respectively. 

We have one other tax proposal which has not yet been introduced 
but which we respectfully urge the members of this subcommittee to 
support. The new recommendation would permit small unincorpo- 
rated business to incorporate and thereafter issue their stock to small 
business investment companies and yet not lose their election to be 
taxed as unincorporated businesses as provided in the new subchapter 
S as enacted in the 1958 tax amendments. A more detailed analysis 
of this proposal was contained in my letter of March 16 addressed to 
Hon. Brent Spence, chairman of the House Committee on Banking 
and Currency, a copy of which was sent to the chairman of this sub- 
committee. I would like to introduce a copy of that letter. 

Mr. Evins. It may be received for the committee’s perusal. 

(Letter referred to follows :) 

NATIONAL ASSOCIATION OF SMALL BUSINESS INVESTMENT COMPANIES, 
Washington, D.C., March 16, 1959. 
Hon. BRENT SPENCE, 


Chairman, Committee on Banking and Currency, U.S. House of Representatives, 
Washington, D.C. 

Dear Mr. CHAIRMAN: Our association is becoming increasingly concerned for 
the future of the Small Business Investment Act of 1958. The enactment of 
this legislation by the 85th Congress in August 1958 was greeted enthusiastically 
by literally thousands of investors and small businessmen who saw in the new 
program both an investment opportunity and a new source of financing for 
American small business. In. contrast to the early enthusiasm, the Adminis- 
trator of the Small Business Administration announced on March 5, more than 
6 months after signing of the act by the President, that a mere 51 proposals to 
form small-business investment companies had been received by SBA. 
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Our association has been searching diligently for the reasons underlying the 
precipitous decline in interest in the new program as indicated by the SBA 
statistics. Early this year, our association concluded that certain tax pitfalls 
‘inherent in the new program were discouraging many potential investors, and, 
accordingly, we recommended to Senator Sparkman three amendments to the 
Internal Revenue Code designed to correct these problems. Senator Sparkman 
introduced our proposals in the Senate on February 6, and his bill is desig- 
pated S. 979. 

Our association is still concerned about two principal features of the new 
program as it is presently constituted, namely: (1) The provisions of the present 
law and more particularly SBA policies with respect to the availability of 
Government funds; and (2) the present lack of inducements to small business 
investment companies to advance funds to unicorporated businesses. 

Section 302(a) of the act authorizes SBA to advance up to $150,000 to a small 
business investment company in order to enable it to make up its initial capital 
and surplus. The act further provides that SBA will accept subordinated 
debenture bonds as collateral for funds so advanced. Section 303(b) of the 
act authorizes SBA to lend additional funds to the new companies up to 50 
percent of their capital and surplus. This section is silent as to the nature of 
the collateral to be received by SBA for these funds, except to state that the 
lending of such funds to the new companies shall be “through the purchase of 
their obligations which shall bear interest at such rate, and contain such other 
terms, as the Administration may fix.” 

SBA had adopted what appears to be a very conservative and stringent policy 
with respect to these funds. It has announced that it will charge interest at 
the rate of 5 percent per annum on funds advanced under either section. In 
addition, under section 302(a), SBA has taken the position that it will not 
advance funds in excess of the amount necessary to provide the new company 
with $300,000 initial capital and surplus. With respect to 303(b) funds, SBA 
has not announced any policy as to the character of the collateral which it will 
require, nor the nature of the terms it will impose upon companies requesting 
such funds. 

It is clear to us that in authorizing SBA to advance funds to the new com- 
panies under both of these sections, Congress had one purpose in mind, namely, 
to encourage and facilitate the formation and growth of small-business invest- 
ment companies. With these objects in mind, our association recommends 
amendments to the Small Business Investment Act of 1958 to accomplish the 
following purposes : 

(1) Provide that the interest rate on funds advanced by SBA shall not 
exceed the cost of that money to SBA, or, in the alternative, shall not 
exceed such cost plus one-half of 1 percent to compensate SBA for overhead 
expense in administering such funds; 

(2) Authorize SBA to accept subordinated debentures as sole collateral 
on funds advanced under section 303 (b) ; and 

(3) Authorize SBA to advance funds to the new companies under both 
sections up to the limits provided in the law without regard to their ability 
to obtain such funds elsewhere. 

Late in 1958, SBA made it quite clear that it would not encourage companies 
requesting Government funds under the new program. We are certain that this 
policy discouraged many potential investors from going ahead with their plans 
to organize small business investment companies. More recently, SBA has in 
fact agreed to commit Government funds to certain companies under section 
302(a) of the act. We hope and expect that this change in SBA policy will 
stimulate interest in the new program, but we feel strongly that additional 
legislation is necessary to encourage the formation and growth of these new 
companies, as envisioned by the Congress. We believe that the proposals for 
amendments to the act as outlined above will go far to supply the needed en- 
couragement to potential investors. 

It is our understanding that the new investment program was designed to at- 
tract risk capital. All of the special tax benefits offered to potential investors 
are tied to the convertible debentures described under section 304 of the act. 
Such securities can be issued only by corporations. It is generally agreed that 
only 15 percent of the small business entities in this country are incorporated. 
Thus, 85 percent of the American small business can participate in the present 
program only under the provisions of section 305 of the act which provides for 
long-term loans. It is clear to us that the great majority of the new small busi- 
ness investment companies are going to be concentrating their investments in 
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the convertible debentures, and unincorporated businesses, qualifying only for 
the long-term loans, are going to find themselves not attractive as investment 
vehicles for the new small business investment companies. 

Senator Sparkman’s bill, S. 979, to which I have already referred, contains 
one tax provision designed to make the loan features of the Small Business In- 
vestment Act more attractive as investment securities. It is our strong feeling, 
however, that much more needs to be done to encourage the channeling of funds 
to unincorporated small businesses, and in this connection we recommend the 
following additional legislation : 

(1) Authority for the small business investment companies to acquire 
equity interests in unincorporated businesses ; 

(2) Permission for small business investment companies to participate 
in the profits of unincorporated businesses ; and 

(3) An additional amendment to the 1954 Internal Revenue Code which 
would permit small corporations electing to be taxed as partnerships to 
issue their securities to small business investment companies without void- 
ing the election as provided under existing law. 

With respect to the last recommendation, many persons interested in the new 
investment program assumed that, pursuant to the provisions of subchapter S of 
the Internal Revenue Code as amended by the 85th Congress, an unincorporated 
business could incorporate, thus enabling it to issue securities to a small busi- 
ness investment company, and still elect to be taxed as a partnership. The pro- 
vision of subchapter S relating to the election provides that the electing corpo- 
ration must be one having 10 or fewer stockholders, all of whom are individuals 
or estates. By the terms of the law, the election is automatically terminated 
if a corporation, such as a small business investment company, becomes a stock- 
holder in the electing corporation. 

We firmly believe that the foregoing provisions would greatly enhance the 
benefits of the new program for unincorporated small businesses. 

I am informed that your committee plans to hold hearings on the Small 
Business Investment Act of 1958 in the present session of Congress. On behalf 
of this association, I respectfully request an opportunity to be heard during 
such hearings, at which time I shall be pleased to elaborate on the foregoing 
recommendations. 

Sincerely, 
THOMAS GRANT, Jr., President. 

Mr. Grant. Turning now to the substantive feature of the Small 
Business Investment Act of 1958 which our association feels require 
change, I would like to summarize our recommendations as follows: 

1. Provide that the interest rate on funds advanced by SBA 
shall not exceed the cost of that money to SBA or in the alterna- 
tive, shall not exceed such costs plus one-half of 1 percent to 
compensate SBA for overhead expense in administering such 
funds; 

Authorize SBA to accept subordinated debentures as sole 
collie al on funds advanced under section 303(b) ; 

3. Authorize SBA to advance funds to the new companies 
wiktee both sections 302(a) and 303(b) up to the limits provided 
in the law without regard to their ability to obtain such funds 
a here; 

4. Authorize smal] business investment companies to acquire 
equity interests in unincorporated businesses; and 

5. Permit small business investment companies to participate 
in the profits of unincorporated businesses, which is the same as 4, 
practically. 

I respectfully request the permission of the subcommittee to include 
at this point as a part of my statement a copy of my letter of March 16, 
1959, addressed to Mr. Spence, chairman of the House Committee on 
Banking and Currency. That letter outlined in some detail the fore- 
going pr roposals for legislative change and our reasons for advancing 
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those proposals. I believe the incorporation of my letter of March 16 
in the record at this point would be of assistance to this subcommittee 
and would conserve its valuable time. 

To summarize the position of our association with reference to the 
new investment program, we are era rincipally for two things: 

1. The apparent decrease in interest in this new program since the 
enactment of t the Small Business Investment Act of 1958; and 

2. The need for early amendments to the act in order to revive 
interest in the new program and to insure the accomplishment of the 
primary objective of the Congress in enacting the original legislation ; 
namely, to channel greatly increased amounts of equity capital and 
long- term loans to American small business. 

I would like to digress briefly and state something that the associa- 
tion discussed yesterday and wish to bring to your attention, and that 
is a possible change in the name of the company. Yesterday Mr. 
Barnes I believe said that these companies were really misnamed’and 
we are inclined to agree with him that they are not really investment 
companies and psychologically from the ‘point of view of an indi- 
vidual who is going to be an investor in these companies it would be 
desirable to hav: e the name changed. What this 1 is is really a new form 
of banking or financial institution in our opinion. Just asa sugges- 
tion we suggested that possibly they might be called small business 
development corporations. 

It is our sincere belief that the recommendations which I have out- 
lined here today, both on the tax features of the program and on the 
substantive features of the Small Business Investment Act of 1958 
itself, will go far to stimulate interest in the program and to increase 
financing opportunities for small business through the new small 
business investment companies. 

Mr. Chairman, I want to thank you and the members of your 
committee for the time that you have given us. 

Mr. Evins. Thank you for the very fine statement. I am sure 
that your views with respect to the tax matters will be referred to 
the appropriate Ways and Means Committee. Do you wish to elabo- 
rate further on your experience with the Small Business Administra- 
tion in securing your license or charter for your own company ? 

Mr. Grant. Well, merely as a director of the company, and living 
in Charlotte, and with the company located here in Washington, 
T had very little personally to do with that phase of it. 

Mr. Evins. How long have you been in operation ? 

Mr. Grant. Our license was granted, I believe, on Friday the 24th, 
dated the 23d. We actually got it on Friday the 24th. 

Mr. Evins. Of last month? 

Mr. Grant. Of April. 

Mr. Evins. Have you made any loans? 

Mr. Grant. No, there are several in process and I understand from 
our chief executive officer that one or two may be made next week. 


Mr. Evins. How many do you have in your organization working 
on these loans ? 


Mr. Grant. Full time? 
Mr. Evins. Yes. 
Mr. Grant. We have one man and a girl. 


Mr. Evins. What area does your association provide loans for? 
How wide, how large? 
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Mr. Grant. The company ? 

Mr. Evins. Yes, the investment company. 

Mr. Grant. In its operation in the District of Columbia it, of 
course, stretches out into Maryland and Virginia. As far as ultimate 
geographical limitation is concerned we do not contemplate any and 
we hope to get people interested all over the Southeastern United 
States. 

Mr. Evins. Thank you. Mr. Roosevelt? 

Mr. Roosrveit. Mr. Grant, I am interested in seeing something that 
you have on page 5 under point 2 where you say : 

Authorize SBA to accept subordinated debentures as sole collateral on funds 
advanced under section 303(b). 

Mr. Grant. That is 50 percent of the capital. 

Mr. Roosevert. Our regulations state—well, at the present time 
do you know of any terms and conditions that SBA has set to you with 
respect to these ? 

Mr. Grant. Referring to my letter to Mr. Spence I state that— 

SBA had adopted what appears to be a very conservative and stringent policy 
with respect to these funds. It has announced that it will charge interest at 
the rate of 5 percent per annum on funds advanced under either section. In 
addition, under section 302(a) SBA has taken the position that it will not ad- 
vance funds in excess of the amount necessary to provide the new company 
with $300,000 initial capital and surplus. Wtih respect to 303(b) funds, SBA 
has not announced any policy as to the character of the collateral which it will 
require, nor the nature of the terms it will impose upon companies requesting 
such funds. 

So our aim is to get a clarification of that, to have it spelled out 
specifically that this will be acceptable. 

Mr. Rooseverr. At the present time then before you will make a 
loan of any character you would actually have to go and get it clari- 
fied by the SBA for this particular instance, there being no general 
rule laid out? 

Mr. Grant. Yes. 

Mr. Rooseverr. And the SBA in essence is saying that it will take 
each case as it comes along? 

Mr. Grant. Yes, sir. 

Mr. Roosrvett. You do not consider the 5 percent to be excessive, 
do you? 

Mr. Grant. Yes, we recommended that the interest be reduced to 
either the cost to the SBA or in the alternative cost plus one-half of 
1 percent. 

Mr. Roosevett. You think it costs the SBA nothing to get the 
money from the Treasury ? 

Mr. Grant. What do you think it costs? 

Mr. Roosrvetr. It costs the Treasury pretty close to 4 percent. 

Mr. Grant. It is now. 

Mr. Roosevett. There isn’t going to be much latitude to you at best. 

Mr. Grant. No, but we do think that any latitude would be desir- 
able psychologically if for no other reason. 

Mr. Roosrvert. If you have to pay 5 percent, how much would you 
have to charge? 

Mr. Grant. On « 1 percent spread in my opinion you would not be 
doing any more than breaking even and I doubt that you would do 
that. Normally there would be or should be a 2 percent spread and 
in many areas you are limited to a 6 percent interest rate by law. 
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oe is the highest you can go, so comparing the 6 percent with the 

5 percent you are not in a very y enviable position. 

Mr. Roosrvenr. Is there a limitation in the District of Columbia? 

Mr. Grant. I believe 6 percent is the legal rate here. I know it 
is in North Carolina. 

Mr. Rooseverr. In the interest of time I will ask no further ques- 
tions, Mr. Chairman. 

Mr. Evins. Mr. Brown? 

Mr. Brown. I notice you did not comment on some other recom- 
mendations that have been made here. Number one, do you feel that 
the purchase requirement of the small enterpriser who gets financed 
by the small business investment company, having to buy stock in the 
small business investment company is a stringent restriction that 
ought to be repealed ? 

Mr. Grant. From an association point of view we discussed that 
and did not feel that there was anything too undesirable about that 
at all. I personally feel that many businesses in borrowing or in ap- 
proaching the SBIC are not going to want to do it. 

Mr. Brown. You heard our discussion a moment ago about the flex- 
ibility of the stock warrants. As long as the small business investment 
company could not overdo it within certain limits what would you 
think of adding that feature to it ? 

Mr. Grant. I think the more flexibility you can have in any pro- 
gram the better off you are. 

Mr. Brown. This is concerning the provision in the regulations pro- 
viding that small business investment companies must make every 
effort or must acquire funds elsewhere on a secondary market. basis 
before borrowing the 50 percent from the Government allowed in the 
act. Would you care to elaborate on your opinions on that ? 

Mr. Granv. In the interest of encouraging the creation of these 
SBIC’s and from the immediate enthusiastic interest that was evi- 
denced after the newspaper publicity, to dwindle down to 67-odd pro- 
posals at this time shows that there is something certainly which is 
deterring these people. From the groups that we » have talked to, and 
I might say that of the membership of our association at the present 
time itself, there is only one actual licensee which is the company I 
am from and the rest of them are all applicants or people who are 
interested but really haven’t decided yet—that seemed to be one of the 
big problems in their minds—I mean in preventing them from reach- 
ing a conclusion to go ahead and form a new company, the fact that 
this money was to be : available, I mean the money set aside here, and 
its availability is sort of taken away and we feel that it would make it 
much more attractive to the prospective creators of the companies to 
have more or less guaranteed sources of funds. 

Mr. Brown. If a company operates on just the minimum operation 
of $300,000 capital stock and then they could borrow $150,000 from 
the Government, this company is not going to make much money any- 
way. 

Mr. Grant No. 

Mr. Brown. It won’t live very long. In other words, it is going to 
have to have a secondary market not only from private sources but 
from the Government as well. 

Mr. Grant. Yes, sir. 
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Mr. Brown. Thank you, Mr. Chairman. 

Mr. Roosevett. Could I ask one more question, Mr. Chairman ? 

Mr. Evins. Mr. Roosevelt. 

Mr. Roosevent. Have you found any need for a rediscounting sys- 
tem on the long-term debentures or whatever they might be ? 

Mr. Grant. I think that that would be a most attractive feature. I 
remember at one of the early meetings of our association that some- 
thing similar to that was discussed. We never brought out anything 
concrete on it but a place where we could rediscount, such as the 
Federal Reserve will rediscount the banks’ money, would be a terrific 
shot in the arm to this program from the point of view of increasing 
interest on the part of prospective creators. 

Mr. Rooseverr. Thank you. 

Mr. Evins. Mr. Moore? 

Mr. Moore. I am deferring to Mr. Avery. 

Mr. Avery. I don’t believe I have any particular questions. If I 
understand you right, Mr. Grant, your investment company is one of 
the first to be licensed to date ? 

Mr. Grant. Yes, sir. 

Mr. Avery, And the other members in your association are pros- 
pectees, so to speak ¢ 

Mr. Grant. Yes, sir. 

Mr. Avery. I am a little bit intrigued by your comments on this 
rediscount provision. Obviously that would have to be a Government 
agency. 

“Mr. Grant. Actually the 303(b) money might be used for something 
in that connection. 

Mr. Avery. How is that now? 

Mr. Grant. To handle if the 303(b) money could be authorized to 
be used for that. 

Mr. Avery. You are getting a little far afield for me there. I am 
trying to think of the mechanics of this. Either you are going to have 
some subsidized money or you will have the rate up so high that there 
would be no further incentive left for the company itelf. 

Mr. Grant. Your discount rate would have to be sufficiently low to 
make it attractive to the SBIC. 

Mr. Avery. Thank you, Mr. Grant. That is all I have, Mr. Chair- 
man. 

Mr. Roosevett. If my colleague would yield for a minute I think 
we have things like the Federal National Mortgage Association and the 
Federal Intermediate Credit Bank and various agencies of that kind 
which have proved their worth in, you might call them, collateral 
fields and I don’t think they have done harm to what would be the 
equivalent of the SBIC in this area. 

Mr. Evins. And serve a useful purpose and when the small business 
investment companies get into the field of making a large number of 
loans you can readily see the need for a secondary market, but it is my 
hope that these companies would get into making some risk loans. 
They have been a little too long in doing that, in my opinion. 

Mr. Grant, we appreciate your testimony. "We thank you and the 
committee may want to call on you further. The committee will call 
next Mr. Thomas Graham of Louisville, Ky. Mr. Graham, the com- 
mittee will be pleased to hear you. Off the record. 

(Discussion off the record.) 
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The committee will stand adjourned until 1 o’clock this afternoon. 
(Whereupon, at 12 noon the committee recessed, to reconvene at 1 
p.m. ) 

AFTERNOON SESSION 


Present: Representatives Evins (presiding), Roosevelt, Brown of 
Missouri, Moore, and Avery. 

Also present: Richard L. Mitchell, counsel for the subcommittee ; 
Jane M. Deem, administrative assistant, and Victor P. Dalmas, adviser 
to the minority members. 

Mr. Evins. I believe we have a quorum. 

The committee will come to order. 

Mr. Graham, who was scheduled to testify first has graciously 
yielded to Mr. Ruvelson who has an airplane reservation. We are 
going to call Mr. Alan K. Ruvelson. 

We will be pleased to hear from Alan K. Ruvelson, president, First 
Midwest Small Business Investment Co., Minneapolis, Minn. 

I believe, Mr. Ruvélson, that your company was the first one to be 
licensed and chartered under this new enactment. 

Mr. Ruvetson. That is correct, Mr. Chairman. 

Mr. Evrys. We will be delighted to hear from you. 

You may proceed as you wish. 

The committee will certainly appreciate the benefit of your state- 
ment. 





















TESTIMONY OF ALAN K. RUVELSON, PRESIDENT, FIRST MIDWEST 
SMALL BUSINESS INVESTMENT CO., MINNEAPOLIS, MINN. 


Mr. Ruvetson. Mr. Chairman, I am small business literally and 
figuratively. I would like to present to you a statement which has 
been prepared on the basis of our very brief experience under the 
Investment Act of 1958. 

The First Midwest Small Business Investment Co. was licensed on 
March 18, 1959, under the provisions of the Small Business Investment 
Act of 1958, Public Law 699. This firm has been operating under 
the provisions of the law for a period of approximately 6 weeks. As 
I indicated to your chairman by letter, I felt that it might be pre- 
sumptuous on our part to come forward at this time with a com- 
mentary upon the operation of this law inasmuch as we have worked 
under it for such a brief period; however, the subcommittee chair- 
man, Mr. Evins, and the counsel, Mr. Richard Mitchell, felt that a 
statement from our organization at this time would be of some value 
to your subcommittee. 

Mr. Evins. Let me interrupt to say that the committee appreciates 
your taking the time out from your business to come here and give us 
a statement. 

Mr. Ruveitson. Thank you, Mr. Chairman. 

May I at this time express to the members of this committee our 
appreciation for the capable handling of both our preliminary and 
finalized license application by the Investment Division of the Small 
Business Administration. We are mindful of the many difficulties and 
uncertainties engendered in the startup and administration of this 
new concept in the financing of small business. At all times we have 
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felt that we were treated with courtesy, efficiency, and fairness by the 
various persons of the Small Business Administration with whom 
we were In contact. 

May I say as a digression that I personally, in my previous expe- 
rience in business, have never had occasion to work under or with a 
governmental agency. 

In the correspondence with your chairman, Hon. Joe L. Evins, we 
made several commentaries based upon our brief period of operation 
under our license. Several other considerations, in addition to these, 
I feel might be properly brought to your attention in this more com- 
prehensive statement. Therefore, without presuming further upon 
your time, may I proceed to enumerate the original comments made to 
your chairman, as well as such others as might be of interest : 

(1) We do not believe that the present requirement that the bor- 
rower purchase 2 to 5 percent of our capital stock, based upon the 
amount of sale of their convertible debentures, is a desirable feature. 
From the borrower’s standpoint, we feel that they are being presented 
with an unnecessary hardship by requiring them to purchase an 
amount of our capital stock, albeit that amount is a nominal one. 
We feel that they should be permitted to utilize in their own business 
the full proceeds realized from the sale of their convertible debentures 
rather than causing them to become stockholders on a compulsory 
basis in our enterprise. 

(2) There should be a greater degree of flexibility as to the period 
of minimum maturity for both the secured type loan as well as the 
equity type loan occasioned by the purchase of convertible debentures. 
In many situations it is somewhat unrealistic to compel a minimum 
maturity of 5 years because of the nature of the contemplated 
financing. 

(3) A strong case can be built for the establishment of a revolving 
fund similar to that in existence in other areas, such as the Federal 
National Mortgage Association, the Federal Intermediate Credit 
Bank, and Bank for Co-ops. I personally do not have an intimate 
knowledge of the workings of these organizations; however, they per- 
form the valuable function of rediscounting long-term obligations 
such as home mortgages and loans to cooperatives. Obviously an in- 
termediate agency should not be expected to rediscount any portion 
of the equity type of convertible debentures form of financing. It 
could and should, however, be considered as an agency confined to the 
discounting of well secured long-term loans. If such an agency should 
be created, it could contemplate the establishment of an insuring ar- 
rangement to be financed by a charge made upon the small business 
investment company similar to the operation of FHA insurance on 
mortgages. 

(4) As an addition to this type of rediscounting agency there 
might be considered an amendment to the Investment Act to give 
greater flexibility as to the type of equity security that we as an 
investment company can obtain from the borrower. We could achieve 
this by virtue of being able to acquire as alternatives to the convertible 
debentures: (a) debentures with stock purchase warrants, (6) pre- 
ferred stock with stock purchase warrants all convertible into common 
stock, or (¢) common stock itself. I believe that consideration should 
be given to these alternatives. In my opinion, unless this is done, 
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I believe that equity financing through the use of the convertible 
debentures will completely overshadow and virtually eliminate the 
alternative of the long term secured loan. There is a very definite 
reason why this must follow. Although the Investment Act permits 
the borrowing of four times an investment company’s capital and 
surplus, this will perhaps be an unattainable ratio unless a redis- 
counting agency is created or alternatives to the convertible deben- 
tures can be secured. Because of this fact prudent management on 
the part of the investment company will tend to favor a heavy weight- 
ing in favor of the convertible debenture type of investment rather 
than the secured type loan. 

I sincerely believe that your committee is interested in the maximum 
development of this program with all the benefits that it could entail 
for small business. I submit that in order to make the program of 
the greatest possible interest to the investor, a way should be found 
to permit the handling of the secured type of loan without the danger 
to the investment company of having their capital locked in with- 
out the potential of capital growth. I think you would be interested 
in knowing that there have been situations presented to us which 
would have otherwise been most attractive and which would have 
been highly beneficial to the borrower but which could not be con- 
sidered because of the foregoing reasoning. There are many legiti- 
mate small business endeavors which cannot realistically be financed 
through the use of convertibie debentures either because of the nature 
of the business, its size, or the absence of a strong growth pattern. 
These could offer attractive and relatively secure investment possi- 
bilities if we had either the alternatives of a rediscounting facility 
for, say 80 to 85 percent of the amount of the loan, with the feature 
of insurability, for which we as an institution would be willing to pay. 

I believe, although there may be some who might disagree, that if 
either of the alternatives immediately outlined above can be accom- 
plished, that there then should be a realistic maximum rate promul- 

gated for the small business borrower. If this would not be a corol- 
lary, it could be conceivable that some individuals might view the role 
of the small business investment company as a means toa quick, spec- 
ulative profit and would be encouraged to set up companies to the 
detriment of the best long-term interests of this program. We have 
already given evidence as to what we believe to be proper in the terms 
of the proposal which we submitted for our license. In our final pro- 
posal we stated that where State statute does not provide otherwise, 
we established a maximum rate of interest at 10 percent per annum. 

Incidentally, that maximum does not mean our negotiated type. It 
is something we will have to live with for probably ‘the next 20 or 30 
years if we are in existence under this license. 

This 10 percent figure is exclusive of any nonrecurring service fee 
which would cover the cost of management evaluation and such legal 
and accounting work attendant to the placement of a loan or pur- 
chase of convertible debentures, and such fees as might be charged and 
agreed upon for management consultation. We believe that in our 
area, this upper limit would permit an operation which would permit 
a fair rate of return to our investors. I might add, parenthetically, 
in that connection, that all of our capital has been secured from pri- 
vate investors, either corporate or individual. We number some 36 
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stockholders, and in this group of shareholders, we include the largest 
bank in our area (which holds 5 percent of our capital stock). 

Incidentally, that large bank in the metropolitan area of the Twin 
Cities, is also the home base of the largest holding company, but they 
have no holding company problems because they participate rather 
than dominate a particular group. 

We at all times have felt that we were engaged in an area of busi- 
ness risk, and it is our feeling that the capital ‘for our venture should 
properly come from the investors themselves. We feel that we can 
achieve our maximum growth by virtue of being able to achieve either 
greater flexibility in the types of securities which we are permitted to 
acquire or through the medium of a rediscounting agency for col- 
lateral loans operating under the sponsorship of the Federal Govern- 
ment—not necessarily subsidization, I might add. 

I wish to express my appreciation to the chairman of this commit- 
tee and its members for your kind invitation to submit the above 
statement. I hope that it may be of some value in your deliberations 
and appraisal of the Small Business Investment Act of 1958. As 
one who is a member of the small business community, I feel that the 
era which you initiated with the passage of the Investment Act of 
1958 is one of the most significant contributions to the sociological 
and economic progress of our country. Our Nation has been built 
largely upon a framework of small enterprise and with the right of 
that enterprise to grow and become great. May we continue to go 
forward toward that goal. 

Mr. Evins. Mr. Ruvelson, that closing statement expresses, cer- 
tainly, an objective with which I am sure this committee agrees. It 
is an ideal we must continue to preserve and to perpetuate. 

We thank you for your statement. I am sure that it will be helpful. 

You are indeed kind to come a long way and stay with us to assist us. 

Since your company was the first one to be chartered, we certainly 
felt that we needed the benefit of your observations and your views. 
You received full and prompt and every cooperation from the SBA 
in your application ? 

Mr. Ruvetson. Yes, sir, both at the regional and national level, sir. 

Mr. Evins. How long have you been operating ¢ 

Mr. Ruvetson. We received our license on the 18th of April. I 
think it was on a Saturday. We opened our offices on the following 
Monday. It is a period of just under 7 weeks, sir. 

Mr. Evins. How large a staff of personnel do you employ ? 

Mr. Ruvetson. There are two persons who are active in our organi- 
zation. One of them is a stockholder who was formerly the office 
manager of Federal land bank, and myself. 

We have two functioning committees and we are actually function- 
ing. Wehavea loan committee consisting of five persons and we have 
an investment company of three persons. Each one has designated 
advisers, depending on the area. 

Mr. Evins. Have you made any loans to date? 

Mr. Ruvetson. We have issued a letter of intent to permit one of 
our situations where we are finalizing our debenture, to permit the 
northwestern bank to issue short time credits so that they won’t be 
impeded, but because of the length of time required to finalize, and 
they are largely individually negotiated, we require statements and 
sometimes in the middle of the year that takes a little time. 
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We find that we can expedite it by such a letter of intent. We are 
just about down to the wire in two of the situations and I might add 
none of them are in the electronics field. In our area, we have to de- 
pend upon a more diversified pattern. 

Mr. Evins. You feel sure, by evidence of your incorporating, that 
there is a great need and wide opportunity for service in this field? 

Mr. Ruvetson. Yes. I believe that once the act is thoroughly 
understood by the general public, and that the other areas of financial 
support realize the place that this type of institution can have for 
itself, that it will complement the banking structure, it will comple- 
ment the role of the investment banker, and it certainly isn’t contra- 
dictory to any present concept of finance. 

Mr. Evins. You emphasize in your statement that unless a redis- 
counting agency is created, and some alternative provided to the con- 
vertible debenture feature, that you are probably going to run into 
difficulties in the years ahead. 

Mr. Ruvetson. I would not say difficulty from our viewpoint, but 
I would say in fairness to those who framed the act, that unless you 
make it somewhat easier by virtue of increased flexibility which has 
been outlined in this morning’s testimony, you should contemplate a 
situation such as the Federal National Mortgage Corporation which 
would exist to a greater degree for the rediscounting of the fully 
secured term loans. 

‘ — refer to discounting the equity type loan. That is a business 
risk. 

Mr. Evins. What is the maximum rate of interest in Minnesota? 

Mr. Rovetson. Minnesota and Wisconsin have no restrictions as 
to maximum. North Dakota, 7 percent and South Dakota, 8 percent. 
Those are the States in which we operate. 

Mr. Evins. You didn’t quite get your 10 percent. 

Mr. Ruvetson. We put it as an outside limit. When we submitted 
our initial proposal, it was pointed out to us by the personnel of the 
SBA and the Investment Division that we should probably put an 
outside limit, which ceiling would govern us for the life of our license, 
so that we know that in the two States where we operate without any 
ceiling that we have submitted that ceiling for our own purpose. 

But I might also add, parenthetically, there too, that a loan we are 
finalizing in the State of Wisconsin, bears a considerably lower rate 
than that. 

Mr. Evins. Where you operate in a four-State area, and two States 
have a maximum rate set, could you consistently have two interest 
oo In the one State that has a limitation, you couldn’t go beyond 
that. 

Mr. Ruvetson. No, we can’t, sir. 

Mr. Evins. So it is your expectation that those two limitations will 
control, since in the other States, certainly as a maximum, there are 
no limitations. 

Mr. Rouvetson. Our proposal will control where there is no limita- 
tion, and the statutory limitations will contro] in the States where 
there is a limitation. 

Mr. Evrns. For all practical matters, your company couldn’t have 
two interest rates, could it? 
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Mr. Ruvetson. Speaking quite frankly, there is no standard rate 
contemplated, I don’t believe, sir, and these debentures are a matter 
of give and take. I think that the question of interest rate would 
vary, particularly in these equity situations as to the degree of growth 
potential. So I think it would be quite dangerous to say that you 
would always operate at 5 percent or 6 percent or 7 percent, because 
there might be alternatives that might make the 6-percent loan much 
more attractive than a 10-percent loan. 

Mr. Evins. I am sure I am speaking for this committee and I am 
sure the SBA, in wishing you a lot of success in the work that you are 
doing. 

Mr, Brown. Mr. Ruvelson, I would like to join in that. We wish 
you all the success in the world. You are our pilot company here, our 
first one. 

I notice this nice little pamphlet that you were good enough to give 
us shows that the paid-in capital initially is $315,000 and the author- 
ized — $1 million. 

Mr. Rovetson. Yes, sir. 

Mr. Brown. Do you have a timetable in your mind as to when you 
will reach the full authorization ? 

Mr. Ruvetson. We thought that reason should dictate our time 
schedule. In other words, when we originally talked to our rather 
intimate group of investors, we thought it would be presumptious 
to say that we might need $1 million or $2 million or $3 million, until 
we knew the rapidity in which we will be engaged in situations. We 
did select a group in that area of 36 actual investors. There is a 
considerable pool of liquid capital there. You asked a question and 
to my best judgment, I would say that conceivably within a year to 
2 years time, we will be at our maximum authorized capital. 

Mr. Brown. Have you had very much interest in purchasing stock 
in your company ? 

Mr. Ruvetson. Yes, very considerable. In fact, if we had a stock 
issue right now, we would be able to get up some very sizable figures. 

Mr. Brown. In other words, the investors do want in? 

Mr. Ruvetson. Yes, sir. 

Mr. Brown. You have not sold any stock in the seven weeks? 

Mr. Ruvetson. No. 

Mr. Brown. In the actual operation of it, I am sure you contem- 
plated some cost figures, and so forth, on operations. Chaliors you 
said there are two active officers. Would it be fair to ask what you 
anticipate your expenses to be per year—your operating expenses ? 

Mr. Ruvetson. I might not be the best criteria, because I have other 
sources of income. I would say, so that you know, in order for a com- 
pany to be able to have a reasonable projection and appeal to reason- 
able people, the amount of my salary is microscopic although I am 
devoting about 75 percent of my time in getting started, but only a 
small percentage of my own personal income is derived therefrom. 
We have a labor of love on the part of our office manager, so that we 
feel that the area of overhead is going to be very important in deter- 
mining whether there is going to be success or failure on the part of 
these investment companies. 

We don’t view it as a bonanza. We think it is just hard business, 
and we have to sell and we must keep our costs down. We are doing 
that ourselves. 
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Mr. Brown. You wouldn’t care to estimate what overhead might 
run when you get your million dollars sold and acquire your secondary 
sources? You have no figure in mind on that? 

Mr. Ruvetson. We based our projection for SBA purposes just on 
our initial capitalization, and they were very modest. I truthfully 
believe that before we can even make a turn, we must have pretty close 
to a million dollars of our own equity in there and opportunity to at- 
tract other financing. 

Mr. Brown. I am interested in your plans because if we don’t suc- 
ceed at this level, you know the whole thing falls apart. Do you 
plan to operate primarily as a venture company or do you plan to 
divide it more or less on loans and venture ? 

Mr. Ruvetson. As the law and the regulations are presently writ- 
ten, I think commonsense would dictate that we must almost by ne- 
cessity stay under the venture or the equity canital type of financing. 

Mr. Brown. In that respect, most of your testimony really was con- 
centrated on leverage from loans, or a good portion of it, let me say 
that. And you feel ‘that is important ? 

Mr. Ruvetson. Well, I think that there is a legitimate area of need 
on the part of the business community. Not all of them are in the 
plastics or electronics field. There may be some company, as I indi- 
cated, that does not have a particular growth pattern, but may repre- 
sent a legitimate and an attractive area of investment providing it 
doesn’t lack fund sources. 

Mr. Brown. What I am getting at is this. You say you have a 
million dollars worth of equity and I believe you said in your testi- 
mony that the 4 to 1 ratio or borrowings probably was not practical 
of attainment ? 

Mr. Ruverson. I do not personally believe it is. 

Mr. Brown. What would you think would be a practical expecta- 
tion? Could you get a 2 to 1 leverage? 

Mr. Ruvetson. Well, I think possibly we can get in an area. I 
know there are many here who might disagree with me. The banks 
in our area might be a little more conservative than they are in the 
coastal extremes, but I would say as far as we are able to evaluate it, 
a 214 time multiplication of our equity would be fairly realistic. At 
least, that is what we believe. 

Mr. Brown. Where do you plan to find that secondary source ? 

Mr. Ruvetson. Well, I suppose we did a little bit of our finding 
when we acquired a large bank as a capital shareholder. 

Mr. Brown. But that is more of a temporary secondary source. 

Mr. Ruvertson. That is more on the short term. We think we are 
going to have some insurance companies placements. We are in an 
area where there are insurance companies of fairly good size. 

Mr. Brown. Have you talked to those companies? 

Mr. Ruvetson. No, we haven’t because we have not felt the time 
was propitious. 

Mr. Brown. I notice that you did not utilize any capital funds from 
Government sources. 

Mr. Ruvetson. No, sir 

Mr. Brown. In your proposal did you contemplate utilizing any 
debenture borrowings from SBA? Under the act, you would be en- 
titled with a million dollar equity to get $500 ,000. Do you contem- 
plate that? 
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Mr. Rouvetson. We didn’t contemplate it in our proposal and it 
would be our feeling that as long as we can secure adequate private 
financing, why we will stick to those avenues. 

Mr. Brown. But if you find the doors shut on you, you would, of 
course ¢ 

Mr. Ruverson. Self interest would dictate that, sir. 

Mr. Brown. You would come to the Government. 

I notice you were very explicit on the requirement of borrowers’ 
purchase of stock in the company. 

Mr. Ruvetson. Yes, sir. 

Mr. Brown. Under the interpretation that you have of the act and 
regulations, and it is there until Congress changes it, do you feel com- 
pelled to repurchase that stock when the borrower pays off his note 4 

Mr. Ruvetson. Yes. Asa matter of fact, so that you would know 
definitely on that debenture that we are finalizing, our letter of intent 
states that we are going to repurchase their capital stock acquisition 
after the 30-day period, on the 31st day. 

Mr. Brown. Do you want to do that? 

Mr. Ruvetson. We do, because we feel, as stated in our presenta- 
tion here, that it is an imposition to require a borrower to help finance 
our business when we are in the business of assuming the risk. I 
think it is kind of an anomaly. We believe it is adding to his cost 
and that is another hidden charge. I think when they come to us 
for this long-term equity capital, they need everything they are ask- 
ing for and we do not think it should be diluted. Just in the nego- 
tiations we have had, and the ones we are financing, sometimes you 
learn things by actually working on these things, rather than just 
stating intent, but the reaction of borrowers is not good, no matter how 
you coat the pill, that they must become a capital stockholder in your 
organization. 

Mr. Brown. Under your interpretation of the regulations, could 
the man who acquired stock in your smal] business investment com- 
pany sell that stock to someone else ? 

Mr. Ruvetson. Well, as I understand the regulations, and again 
I will say that I am not a lawyer, I believe that we can state in our 
debenture contract that we will want an option to repurchase. Well, 
obviously, if we have a repurchase option, I do not see how they could 
dispose of that capital stock. 

Mr. Brown. If there were no option to repurchase, is there any 
reason in your mind why the man could not sell his stock ¢ 

Mr. Ruvetson. No, there could be none because he had paid for it 
and he has the moral right to dispose of it if we don’t have an option. 

Mr. Brown. Do you have any questions 4 

Mr. Evins. Mr. Mitchell, you may proceed. 

Are you finished, Mr. Brown? Excuse me. 

Mr. Brown. I think you are definitely opposed to the provision ? 

Mr. Ruveson. Yes, sir, because I am not viewing it from our posi- 
tion, although ultimately I think it will work contrary to the interest 
of the investment company, but as I see the reaction of the prospective 
debenture seller, and try to think of his fequirements, and the fact 
that he needs the maximum amount and that adding that 2 percent to 
it or 3 percent, or whatever it might be, and conceivably as we raise 
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our capital structure we will be permitted to make much larger loans 
to those charges, and it can get up to 5 percent, that is quite a consider- 
able item. 

Mr. Brown. Let me just ask you: For a while here you are going 
to be in the business of selling stock in your company ? 

Mr. Ruvetson. Yes, sir; but I am going to do that on a voluntary 
basis, not on a compulsive basis. 

Mr. Brown. Do you think that you will broaden the base of your 
company as much as the intent of this law indicates should be done ? 

Mr. Rovetson. Sir, I would venture an opinion at this stage, even 
if we had in our company not only the individual investors but even 
underwriters, that we would be a lot better off broadening our base 
with people who are presumed to know what they are doing with risk 
capital, rather than slugging somebody who came to us for money. 

Mr. Brown. You are very persuasive. I am interested, too, in your 
talk of flexibility also of the secondary market. I notice that you refer 
to the Fannie Mae and the intermediate credit banks and the co-ops 
and the co-op banks. Do you feel that that would be sufficient as a 
secondary market, or would you still have to seek out insurance com- 
panies, and so forth, as a secondary market ? 

Mr. Ruvexson. Well, I would venture this opinion, that for the 
equity type of loan, or a risk loan, where we are taking a business risk 
evaluation, where we are hoping for growth, which we may or may 
not achieve, that is one situation. I think that if we had the greater 
degree of flexibility in our instruments, we could pattern those so 
that we could make them susceptible of secondary financing. But 
in the case of the totally secured loan which does not have the advan- 
tage of participation and equity growth, I think that is our area of 
concern. 

So I think that you have two different problems. 

Mr. Brown. Are you saying right there that maybe if we sepa- 
rated in our thinking, or in the organic act, the long-term loans—the 
secured loans—from the equity financing, and set up some form of 
Fannie Mae or something to handle secondary markets for the loans, 
then work out private financial sources for the convertible debentures, 
stock warrants, and so forth, it might be one answer to the problem ! 

Mr. Ruvetson. That is quite a $64 question. I don’t want to pre- 
sume on your time, but I would say that there is an area of division. 
You are talking in one case about security and in the other case about 
risk. Now possibly we may have within even this setup, as it grows 
like Topsy, we might even find that by sponsorship even through the 
agency that we have, our SBA, that rather than their undertaking to 
furnish capital to risk investors to the term of one-half of their so- 
called capital and surplus and rather than their undertaking to issue 
funds on the basis of debentures on the part of the SBIC that the 
area might be explored where the SBA could conceivably be the spon- 
sor of a rediscounting agency and any funds that the SBIC requires 
be done on the basis of paper that is generated out of actual business, 
and that an adequate reserve be held and that an insurance feature 
could be built in. 

Mr. Brown. You are offering quite a suggestion there. We have 


right there in the revolving fund of the Small Business Administra- 
tion—— 
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Mr. Barnes. We are asking to raise it a billion one. 

Mr. Brown. A billion, $100 million. That would be quite a sec- 
ondary market, wouldn’t it? 

Mr. Ruvetson. Yes, sir; it would be a very substantial one. 

Mr. Brown. And gradually, if that could be worked into a field or 
secondary market for secured loans, which is what they are making 
now, or at least in most instances, it might be the answer to this re- 
discounting ? 

Mr. Ruvetson. Yes, sir. 

Mr. Brown. Thank you, Mr. Chairman. 

Mr. Ruvexson. In other sections of the country, as you get out in 
the hinterlands, the interest rates have a tendency to vary from the 
so-called prime rates or eastern market rates. It is not unknown in the 
State of North Dakota to see 7 percent banking rates for short term, 
nor is it uncommon to see 8 percent for seasonal borrowing. 

So when we are talking about a debenture loan with a maturity 
that doesn’t commence before 5 years and then offering terms which 
are at least as good, and possibly better, so far as interest, the fact that 
we have a high rate of interest is not exactly true. We do not have 
a high rate of interest. Our 614 or 7 percent may look very good to 
the borrower out there. I think it goes back to the question of whether 
the individual is given a freedom of choice. I think there is the balk- 
ing on that. They might care to do it if they had a chance to buy 2 
percent of our stock, which would be sold to them on a voluntary 

asis, but to be told, I think, is a bitter pill. 

I do not particularly relish it. 

Mr. Evins. But are you pointing out to them the long-range ad- 
vantages? And what was the intent of Congress in enacting this 
provision in the first place? Do you poet the picture in a way 
that is favorable to their point of view? I think it can be presented 
either way. 

Mr. Ruvetson. Mr. Chairman, I do not presume to question the wis- 
dom of Congress. I think we have a wonderful law here, but that 
does not mean that it is not capable of refinement and improvement. 

Mr. Evins. That is certainly the reason why we wanted you to 
come and we value your expression of opinion. 

Mr. Ruvetson. I do feel that it is—I don’t say morally wrong—but 
I certainly do not like to be in a position of saying you must Ses 2, 
3, 4, 5 percent of our stock in order to qualify for the sale of a con- 
vertible debenture. 

Mr. Evins. Mr. Roosevelt. 

Mr. Roosrvert. I am sorry I had to be a little late, we had a dis- 
tinguished visitor, James Farley, whom I had to go to visit. 

However, before I went, I did read your statement. I think you 
have done an excellent job in presenting some very important things 
to think about. I would be interested in getting your view on a few 
things. 

One, if you feel that the borrower does not want to buy this 2 to 5 
percent, how would you feel about giving him the opportunity to get 
an out on his agreement with you on his convertibility somewhere 
along the line by buying it out? 

Mr. Ruvetson. Mr. Roosevelt, I do not believe that one has too 
much to do with the other. 
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Mr. Roosrveir. No, they are quite separate. 
Mr. Ruvexson. They are quite separate and I believe that one of 
the reasons why the law will stand a chance of creating this new era 
for the financing of small business is that you are able to translate the 
question of the assumption of business risk into an area which has 
never before been possible. Basically, I think we are miniature in- 
vestment bankers and I think we have to face up to that fact. We are 
not of the size of Whitney where we are contemplating minimum in- 
vestments of a million dollars. We are talking about investments of 
$20,000, $30,000, $40,000, $50,000, and there are costs attendant to those. 

For ex: unple, } you may be interested to know that the first thing we 
are financing is in the area of agricultural processing. That has re- 
quired that we make an inspection of three plants located in three 
States. Now the loan is to our maximum ability; that it, $61,000. 
We have had to sit down and evaluate their balance sheet. We have 
had to evaluate such things as insurance coverage. There is a lot of 
time involved. So obviously if we were to talk about the difference of 
an interest spread of 1 percent, and figure that our money was out for 
a minimum maturity of 5 years, and a dollar isn’t getting any dearer as 
we go along, I think we might be imprudent and I don’t think you 
want imprudent people to be engaged in this business of risk. 

Mr. Roosrvetr. I would agree with that. On the other hand, when 
you have a convertible issue, you don’t also run the risk that at some 
point you are forcing that man who now needs this money in order to 
get going and get started, to accept you as his partner, so to speak, for 
life. That is the only way he can get the money. 

[ understand that that has to be there in order to make it attractive. 
You do have to have your opportunity for gain. That is the attractive 
feature of it. On the other hand, I am thinking in terms of a reason- 
able provision which would still let a man get his capital gain and 
not force him to be in servitude in a sense because he had had to buy you 
as a partner forevermore, whether or not you get along. You could 
be a whale of a tyrant. He has no way of getting rid of you because 
one time he needed financing and this was the only way of financing 
available to him. 

Mr. Ruvexson. I would agree if we were going to keep the pie the 
same, but cut it into more pieces. 

As I envisage the act it is for small business to get long-term financ- 
ing we haven’t been able to achieve previously, get better ‘counseling by 
virtue of having people successful in other diverse areas and thereby 
translating the situation in the hope that we will be able to achieve 
some degree of public ownership. Then when we achieve that purpose 
we will be glad to fold our tent like the Arabs and let them have that 
picture. 

We view our position as a bridge, a transition, from the very small 
to the medium size. In that achievement we wi’l achieve our capital 

gain. We do not look forward to a perpetual marriage or partner- 
ship with them. We will have done our job. 

Mr. Roosrvertr. Now you have hit the nail, I think, right on the 
head. In other words, where this thing works out, where there is 
public ownership, fine, but there will be many a company that does 
business with the small business investment concern that does not 
ever get to a point of a public issue. For instance, there are a great 
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many companies that Mr. Whitney has dealt with where he has never 
gotten to a point of public issue, yet where it has been eminently 
successful and in the end he ends up by either doing one of two things: 
He either buys the company himself and sells it to somebody else 
or-he sells his interest and the poor guy with the 51 percent interest 
in stuck with a third partner that he isn’t happy with. 

I would like to see written into the law some kind of a provision 
which would, at least, allow the fellow to discuss this with you. As 
it is written now, as I read it, and I may be wrong, and maybe Mr. 
Barnes will tell me that it is possible under some regulation which I 
don’t know about, but it seems to me that we should at least allow 
him to make the kind of contract with you where he can find some 
way to make it. If that is your wish, and it is his wish, it should be 
done. It would not say it is mandatory. 

Mr. Ruverson. There is nothing in the law which prevents that. 
As a matter of fact, in your Select “Committee on Small Business in a 
different. subcommittee you are exploring a situation where inde- 
yendent stores are not permitted to get into the shopping centers 

ecause of the fact that they are not able to negotiate these leases with 
a national chain. 

_ We are working with a large institution which has a New York 
Stock Exchange listing. They are contemplating assuming lease 
obligations and we are going to supply a portion of the equity ‘capital 
to each one of these individual entrepreneurs and as we go along we 
plan to write into our debenture contract a repurchase option so ‘that 
these people will be able to get back their equity. 

Obviously no one here or r elsewhere could anticipate what that for- 
mula should be. It may take them 5 years, or 10 years. The quicker 
they achieve it the better. The longer it takes, obv iously the longer the 
term, or rather, the price on the thing. But there is nothing, as we 
envision the present law, which precludes us from working out that 
type of individual option. I do not believe it has to be spelled out. 
I think it is right there now. 

Mr. Roosrvetr. I have had an attorney give me the opposite view. 

Mr. Ruverson. Not the debenture situation, but we are going to be 
prepared to give them a repurchase option. ats 

Mr. Roosrvetr. I would like to be awfully sure it can be. Then if 
it can, Iam reasonably satisfied. 

My other question would be whether or not you have had a chance 
to look at any other tax suggestions, some of which have been made 
today, which perhaps would stimulate the additional interest and be 
of help to you. You have not covered them in your prepared testi- 
mony. 

Mr. Ruvetson. No, sir; I did not attempt to. 

Again, I don’t mean to presume on your time, but I do feel that the 
suggestion that was raised that would permit a nonincorporated busi- 
ness or an incorporated business to take advantage of the partnership 
taxation features, even where there is a participation of an SBIC, 
they should definitely be considered, because if we do not face up to 
that fact it certainly wouldn’t be too prudent for a small corporation 
to include a large number of stockholders and thereby wipe away their 
potential partnership tax advantage. 

Mr. Roosevenr. I am inclined to: agree with you on that. 
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I believe Mr. Ikard and Mr. Curtis have also agreed on a bill which 
would, in essence, allow small business concerns to retain more of their 
income if they reinvested into the business, reducing the primary tax 
from 30 to 20 percent. Would you be in favor of that? 

Mr. Ruvexson. Self-interest would dictate that I would support 
that. 

air: Roosrvetr. Outside of self-interest, how sound do you think it 
is? 

Mr. Ruvetson. I think it is logical, for there you are alluding to 
the accumulation of surplus. I think you have to give the small busi- 
ness investment companies an opportunity to grow and for investors 
to be attracted to it. I think that is possibly the cheapest thing that 
our Government can do, to make them attractive and sound and 
progressive. I think that is an answer more than subsidization. 

Mr. Roosrvett. Thank you very much. 

Mr. Evrys. Mr. Mitchell. 

Mr. Mircnett. Mr. Ruvelson, in one of your proposals you stated 
the possibility of lowering the’ minimum ‘maturity eriod below 5 
years. Would that not, sir, put you in competition with other lending 
institutions which are filling the short- or immediate-term loan field ¢ 

Mr. Ruvetson. I must answer it this way: There is a question as 
to the interpretation as to what constitutes minimum maturity. I have 
had no opportunity to discuss this. I would like to see the matter 
clarified through ri Investment Division of the Small Business In- 
vestments Company as to what is a minimum maturity. In other 
words, if we are talking about a 10-year debenture, is it permissive 
under the law to have the maturity payments spread from the first 
year to the 10th year, or do your maturity payments begin at the 5 
years and end with the 10th year? In other words, what do they 
mean when they say 5 years is the minimum maturity? If it is as I 
have thought, it meant, I would say it is somewhat restrictive to the 
operation because there are many situations where you are forced to 
forgo any use of your principal for a minimum period of 5 years and 
it makes you give pause. 

Mr. Mrrcnett. On the direct loans, on the minimum maturity of 
5 years there is nothing to prohibit the borrower from paying the 
loan off prior to the 5-year period. 

Mr. Ruvetson. There is nothing to prevent him, although I think 
in most cases they will take the maximum maturity. 

Mr. Mircuety. Speaking for a moment of section 305(e) of the 
act which requires that a loan made by an investment corporation to 
a business concern shall be of such sound value or so secure as reason- 
ably to ener repayment, it is noted in your proposal No. 2 at the top 
of page 2, and I believe you refer to it in other places, as secured 
type loans. Are we to assume, Mr. Ruvelson, that you will not make 
loans to small-business concerns except those that are fully secured 
by collateral security ? 

Mr. Ruvetson. Well, the law states, as I understand it, that we 
have two alternative methods of advancing financing. One is on the 
convertible type of debenture and the ot her i is on the basis of a secured 
type loan. What will constitute security is a matter of individual 
determination. 
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In our own group, at the suggestion of the bank, which is one of our 
stockholders, we felt the business viewpoint should be emphasized 
rather than the banking viewpoint. So if you will note, in our board 
of directors of nine persons, only one is a representative of a bank- 
ing institution. One of our officers is an executive officer of Federal 
Savings & Loan. 

So the question of what is a fully secured loan to some people might 
be a 5-time security; to a lot of others, it might be a 100 percent, or 
ge aon in between. 

Mr. Mrrceneti. Do you think that under the banking principle that 
loans could be made on past integrity, past paying habits, and past 
and future earnings, without collateral ¢ 

Mr. Ruvetson. They have not found it possible in the banking field 
where their maturities are short, so here where we are talking about 
5 to 20 years, I do not assume that our type of risk would suddenly 
become more desirable. 

Mr. Mrrcneiy. Your answer is, in the banking field they were not 
making that type of loan ? 

Mr. Ruvetson. No. My answer is not that, sir. The banking 
field obviously in making commercial loans to a small business relies 
upon security. They are giving a short term, seasonable, or whatever 
the accommodation may be, but generally less than 12 months. I do 
not think that we can be expected where we are giving multiples of 
that maturity to go on to the general faith and credit and integrity 
and put out these dollars when the minimum maturity is 5 years. 

Mr. Evrys. Thank you, Mr. Ruvelson. 

We hope you catch your plane. 

Mr. Ruvetson. Thank you very much. 

Mr. Evins. Have a successful trip back to Minneapolis. 

Mr. Evins. We will call next Mr. Thomas Graham. 

Mr. Grauam. May I introduce Mr. Davis, who is a management 
investment consultant ? 


TESTIMONY OF THOMAS GRAHAM, LOUISVILLE, KY. ; ACCOMPANIED 
BY TYRUS R. DAVIS, LOUISVILLE, KY. 


Mr. Evins. Mr. Graham is from Louisville, Ky. 

We will be pleased to hear from you. 

Mr. Granam. Mr. Chairman, if you think it is all right, I would 
just as soon not read this statement. 

Mr. Evins. You may file it with the reporter, and highlight it as 
you wish. 

(The prepared statement of Mr. Graham follows :) 


PREPARED STATEMENT OF THOMAS GRAHAM, LOUISVILLE, KY. 


Mr. Chairman and members of the committee, my name is Thomas Graham 
and my occupation is that of a small businessman. I am president of the Bank- 
ers Bond Co., Inc., of Louisville, Ky., a small investment banking concern; 
president of Bankers Southern, Inc., a registered closed-end nondiversified in- 
vestment company; a director of some 20 small businesses, and have been for 
almost 40 years associated with the financial fraternity of this area. In con- 
nection with my small business financial activities, I am a member of the Mid- 
west Stock Exchange, past governor of the Investment Bankers Association of 
America, and a member of its Federal taxation committee for the past 12 years; 
past president of National Security Traders Association, and a former commit- 
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I believe Mr. Ikard and Mr. Curtis have also agreed on a bill which 
would, in essence, allow small business concerns to retain more of their 
income if they reinvested into the business, reducing the primary tax 
from 30 to 20 percent. Would you be in favor of that? 

Mr. Ruvexson. Self-interest would dictate that I would support 
that. 

Mr. Roosevetr. Outside of self-interest, how sound do you think it 
is? 

Mr. Ruvetson. I think it is logical, for there you are alluding to 
the accumulation of surplus. I think you have to give the small busi- 
ness investment companies an opportunity to grow and for investors 
to be attracted to it. I think that is possibly the cheapest thing that 
our Government can do, to make them attractive and sound and 
progressive. I think that is an answer more than subsidization. 

Mr. Roosrvetr. Thank you very much. 

Mr. Evins. Mr. Mitchell. 

Mr. Mirenett. Mr. Ruvelson, in one of your proposals you stated 
the possibility of lowering the minimum ‘maturity eriod below 5 
years. Would that not, sir, put you in competition with other lending 
institutions which are filling the short- or immediate-term loan field ? 

Mr. Ruvetson. I must answer it this way: There is a question as 
to the interpretation as to what constitutes minimum maturity. I have 
had no opportunity to discuss this. I would like to see the matter 
clarified through the Investment Division of the Small Business In- 
vestments Company as to what is a minimum maturity. In other 
words, if we are talking about a 10-year debenture, is it permissive 
under the law to have the maturity payments spread from the first 
year to the 10th year, or do your maturity payments begin at the 5 
years and end with the 10th year? In other words, what do they 
mean when they say 5 years is the minimum maturity? If it is as I 
have thought, it meant, I would say it is somewhat restrictive to the 
operation ‘because there are many situations where you are forced to 
forgo any use of your principal for a minimum period of 5 years and 
it makes you give pause. 

Mr. Mrrewetz. On the direct loans, on the minimum maturity of 
5 years there is nothing to prohibit the borrower from paying the 
loan off prior to the 5-year period. 

Mr. Ruvetson. There is nothing to prevent him, although I think 
in most cases they will take the maximum maturity. 

Mr. Mircueiy. Speaking for a moment of section 305(e) of the 
act which requires that a loan made by an investment corporation to 
a business concern shall be of such sound value or so secure as reason- 
ably to assure repayment, it is noted in your proposal No. 2 at the top 
of page 2, and I believe you refer to it in other places, as secured 
type loans. Are we to assume, Mr. Ruvelson, that you will not make 
loans to small-business concerns except those that are fully secured 
by collateral security / 

Mr. Ruvetson. Well, the law states, as I understand it, that we 
have two alternative methods of advancing financing. One is on the 
convertible type of debenture and the other is on the basis of a secured 


type loan. What will constitute security is a matter of individual 
determination. 
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In our own group, at the suggestion of the bank, which is one of our 
stockholders, we felt the business viewpoint should be emphasized 
rather than the banking viewpoint. So 1f you will note, in our board 
of directors of nine persons, only one is a representative of a bank- 
ing institution. One of our officers is an executive officer of Federal 
Savings & Loan. 

So the question of what is a fully secured loan to some people might 
be a 5-time security; to a lot of others, it might be a 100 percent, or 
any place in between. 

Mr. Mircuetyi. Do you think that under the banking principle that 
loans could be made on past integrity, past paying habits, and past 
and future earnings, without collateral ? 

Mr. Ruvetson. They have not found it possible in the banking field 
where their maturities are short, so here where we are talking ‘about 
5 to 20 years, I do not assume that our type of risk would suddenly 
become more desirable. 

Mr. Mrrcnety. Your answer is, in the banking field they were not 

making that type of loan ? 

Mr. Ruvetson. No. My answer is not that, sir. The banking 
field obviously in making commercial loans to a small business relies 
upon security. They are giving a short term, seasonable, or whatever 
the accommodation may be, but generally less th: an 12 months. I do 
not think that we can be expected where we are giving multiples of 
that maturity to go on to the general faith and credit and integrity 
and put out these dollars when the minimum maturity is 5 years. 

Mr. Evrys. Thank you, Mr. Ruvelson. 

We hope you catch your plane. 

Mr. Ruveztson. Thank you very much. 

Mr. Evins. Have a successful trip back to Minneapolis. 

Mr. Evins. We will call next Mr. Thomas Graham. 

Mr. Grauam. May I introduce Mr. Davis, who is a management 
investment consultant ? 


TESTIMONY OF THOMAS GRAHAM, LOUISVILLE, KY. ; ACCOMPANIED 
BY TYRUS R. DAVIS, LOUISVILLE, KY. 


Mr. Evins. Mr. Graham is from Louisville, Ky. 

We will be pleased to hear from you. 

Mr. Grawam. Mr. Chairman, if you think it is all right, I would 
just as soon not read this statement. 

Mr. Evins. You may file it with the reporter, and highlight it as 
you wish. 

(The prepared statement of Mr. Graham follows :) 


PREPARED STATEMENT OF THOMAS GRAHAM, LOUISVILLE, KY. 


Mr. Chairman and members of the committee, my name is Thomas Graham 
and my occupation is that of a small businessman. I am president of the Bank- 
ers Bond Co., Inc., of Louisville, Ky., a small investment banking concern; 
president of Bankers Southern, Inc., a registered closed-end nondiversified in- 
vestment company; a director of some 20 small businesses, and have been for 
almost 40 years associated with the financial fraternity of this area. In con- 
nection with my small business financial activities, I am a member of the Mid- 
west Stock Exchange, past governor of the Investment Bankers Association of 
America, and a member of its Federal taxation committee for the past 12 years; 
past president of National Security Traders Association, and a former commit- 
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tee member of district No. 10 of National Association of Securities Dealers. I 
am sure that most of you gentlemen know that there has been recently formed 
an organization called the National Association of Small Business Investment 
Companies, of which I have the honor of being one of the governors. 

On August 21, 1958, the 85th Congress passed the Johnson-Patman Act, the 
so-called Small Business Investment Act of 1958. It was my privilege to ap- 
pear before several of the legislative committees dealing with the problems of 
small business and, also, before several of the so-called independent agencies 
who also are concerned with some of the aspects of small business financing. 
During the 1958 legislative year and from a period extending back to 1950, such 
financing has been of primary concern to myself as a fundamental bulwark 
against the growing trend of monopolistic practices which would conceivably 
make serious changes in our free enterprise system. Therefore, it was of great 
personal and professional joy to me when the Congress saw fit to enact this 
legislation. It was, of course, anticipated that the mere passage of this act 
would not solve all of the intrinsic and extrinsic problems in this most impor- 
tant area of our economic life, but it was, in my opinion anyway, a step as 
basic to our economy as the Federal Reserve Act of 1911. 

When the rules and regulations were issued by the Small Business Administra- 
tion through its newly enacted Small Business Investment Division, I had several 
questions in mind as to the possible effect of several of these regulations and 
have been in contact with interested individuals and groups during this time 
in anticipation of these hearings. I would, with your permission, like to direct 
myself toward the following aspects of the Small Business Investment Act of 
1958 and its supporting rules and regulations : 

(1) From a standpoint of hindsight, which, unfortunately, is a great crutch 
to those of us who are human beings, I feel that we have made an unfortunate 
error in semantics by attaching the label “investment companies” to the newly 
formed units. Those of us who have been involved with the Investment Com- 
pany Act of 1940 should have known that these new companies would find it 
difficult, if not impossible, to operate under this act because of certain basic 
restrictions which are part of the statutory requirements of the act and/or the 
interpretations of the SEC staff. For instance, the Investment Company Act of 
1940 states that a registered investment company cannot purchase in excess of 
5 percent of the value of the total assets of another registered investment com- 
pany at the time of any purchase or acquisition of such securities. This, in 
essence, means that operative investment companies so registered under the 
1940 act will find it difficult, if not impossible to participate in the equity 
financing phases as stated under the Small Business Investment Act of 1958. 
This is inconsistent, at least in my opinion, with the functions of investment 
companies, so formed under the 1940 act, who had practically a mandate from 
the Congress to apply themselves to equity capital financing in the real meaning 
of the word. That investment companies so formed under the 1940 act have 
taken a casual attitude toward equity financing is patent from the standpoint 
of investigation of the record. 

I would, therefore, suggest to this committee that some consideration be 
given to changing the title under which these new companies are to act from 
“small business investment companies” to “small business equity companies.” 
Though this may entail some difficulties, I feel sure that this particular change 
will provide great momentum in reaching capital sources not presently available 
to the new small business companies. 

Also, I would like to suggest that some consideration be given to the limita- 
tions of investments that are stated in the rules and regulations supporting this 
act. I refer specifically to those prohibitions dealing with companies which 
have had a limited public distribution of their securities and companies which 
may have been traded on any exchange or in the over-the-counter market. This 
is of particular concern to me since it is my firm belief that it is the strengthening 
(that is, in providing of adequate market sources and the providing of liquidity) 
of the securities of regional interest that will put a stop to this growing trend 
of branch office operations, sellouts, and mergers, and the disappearance of 
local industries. I fervently hope that this committee will give primary consid- 
eration to a closer view of these regulations which prohibit these investments 
by small business concerns formed under the 1958 act, because companies so 
prohibited from receiving assistance under the regulations that have been written 
are the selfsame companies which provide the “stop” to the monopolistic trend. 
What I am, in essence, suggesting is that no blanket rule be placed on types 
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of investments that these units can make, but that each investment be treated 
on its own merits. 

(2) A second change which I would put forth before this committee for their 
interest concerns a matter of professional consideration of portfolio activities 
rather than a distinct comment on any particular point heretofore brought up; 
that is, there is great danger of these new companies making their investments 
in such a way so as to lock their capital up in one or two, or three, situations 
without consideration for proper portfolio diversification. I feel that the Small 
Business Investment Division should look with interest at the types of invest- 
ments that these units make, especially in regard to the diversification principle. 

It would seem to me that one of the grave problems that faces the small business 
concerns is going to be how to derive sufficient income from their operations to 
provide adequate staff facilities for investigatory purposes, investment analyses, 
economic surveys, etc. I confess that I do not have an answer to this problem, 
except to once again suggest that if registered investment companies, which 
are currently operative, could participate more fully in this program, such a 
staff would be readily available. One might note with interest that of the first 
several licenses issued by the Small Business Investment Division, 90 percent 
of them have been to commercial banks, which, I am afraid, are entering into 
this field primarily from a public relations standpoint and not so much from 
the standpoint of reflecting the need for equity financing of the type stated in 
the policy statements of the Johnson-Patman bill. Conveniently, this legislation 
fits squarely into a gap that has existed in the commercial banking field since 
the Banking Act of 1933. I am afraid, however, that the* background and 
theoretical concepts found in the commercial banking field will place serious 
hindrance to the making of equity loans in a real sense. 

These, then, are the points I would like to bring to the attention of you, Mr. 
Chairman, and to this committee: 

(1) The Small Business Investment Act of 1958 can play an important role 
in preserving and enriching the free enterprise system of this country of ours. 

(2) It was ill-advised to label these new companies “investment companies” 
when from a theoretical and practical standpoint they are “equity companies.” 
Such a change in title would open up a whole new area of capital participation 
which is presently not available. 

(3) Some manner of counseling these new units in determining proper diversi- 
fication, practices in their investment policy, and in providing a sufficient staff in 
order to make these investment decisions within professional prudence would 
be not only desirable, but, in my opinion, necessary. 

I appreciate deeply and humbly this opportunity to present to you at this time 
certain of my personal and professional views, with those of others who have 
had long association with this problem. 

Thank you for the time you have given me this morning. 


Mr. Granam. I have been interested for many years in this par- 
ticular question of equity financing. When the Banking Act of 1933 
was passed and our banks in Kentucky do as they did in the old 
days, as they probably do in Tennessee, the bank would be a com- 
mercial bank. The banker would also do investment banking and he 
would do equity financing. Those three functions all work together. 

Then when the Banking Act of 1933 was passed, they separated 
investment banking from commercial banking, but they left an entire 
void by doing nothing on the equity banking system. I presume in 
those days we all felt that the future of the country was such that 

maybe we would never get into risk capital again. We didn’t feel 
the need of it in Kentucky in the 1930's because it was largely : 
resuscitation of existing enterprise. 

I have had a selfish interest in this. In the first depression we 
didn’t know there was a depression in Louisville and of 35 cities 
in the United States we had the least unemployment of any of the 
35. We had the minimum-sized businesses and that is what I address 
myself to when I talk about finance. 

Then big industry came to Louisville. Of the securities we traded 
in, from 1946 to 1959 we lost 58 percent of that in that period either 
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by merger, sellout or just collapse or liquidation, with the result that 
last week we beat “Soapy” Williams, and we have more unemploy- 
ment in Louisville than any of those 35 cities in the United States. 
So you see it is a problem that is of tremendous personal and selfish 
interest to me. 

I want to address myself first to the intent of the Congress. In 
1934 they passed the Securities and Exchange Act. That was the 
jewel in the crown of the New Deal. We were all very proud of it. 
But over a period of time what has happened in that is that now, as 
of 1959, we find more monopoly. I am not speaking politically, but 
in the so-called Eastern or Wall Street areas. Never in the history of 
finance have we found that a small investor who the Securities Act 
was supposed to protect and defend—that’s what it’s for—the small 
investors—all they can buy now is junk or buy mutual funds. The 
good securities now all go to the sophisticated investors and the ones 
who are getting the prot ection from the act are the sophisticated in- 
vestors, and the small investors are behind the eight ball. 

Over a period of time, it has retrogressed to a “point where I don’t 
think the act js working in the public interest. It certainly doesn’t 
work in our ie 

Of course, as I said when the Banking Act of 1933 was passed, they 
provided for investment banking and commercial banking and left 
this equity bank situation out of existence. 

Now, in 1936, we formed an equity banking company which was 
called the Discount Cor p. We invested and helped finance and under- 
write local securities. We liquidated in 1942 for two reasons: First, 
the Investment Act of 1940, the Investment Trust Act of 1940, and 
the war made it undesirable. So it worked out very well. Our cus- 
tomers got about 100 percent profit plus 6 percent interest, so it 
worked out all right. We ended up with a capital of a quarter of a 
million dollars. 

Now in 1946, realizing this trend, I began to kind of work around 
to see if we could not form an equity corporation again. I have 
worked for the last 13 years fooling around one way or the other 
trying to see by trial and error what could be worked out. 

I have worked with Senator John Sparkman on the matter since 
1949 and with the Securities and Exchange Commission. Every- 
body has tried to be very helpful. But the Security and Exchange 
Acts and the Investment Company Acts got so complicated that I 
was not able to even get it set up until 1957, when we formed a 
wholesale investment banking company. 

Now, what you have to do in our area, and I think you, Mr. Evins, 
being in the sister State of Tennessee, I think you can realize that if 
you are going to go into this type of investment, this type of equity fi- 
nancing, you practically have no market and you are not going to get 
much in going into this kind of business that is entirely untried 
until you make « existing securities. 

Then after about 6 months study, the SEC advised me that if we 
were going into long-term underwriting we would have to register 
under the Investment Trust Act of 1940. We spent 15 months trying 
to work those two laws together and finally on January 15, 1958, 
we got the release from the Securities and Exchange Commission to 
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offer a company that we had in existence then for a year and a half, 
-alled Bankers Southern, publicly. 

We have not made any active effort to offer it as yet because we 
would like to have, and we have always contemplated that this com- 
pany would work in conjunction with whatever the Congress set 
up as the vehicle to finance equity financing of medium-sized and 
small business. 

Now in the Investment Act of 1940, Judge Haley, who was ap- 
pointed by Mr. Roosevelt’s father as one of the original Commis- 
sioners of the SEC, and I think he was one of the greatest. Com- 
missioners we ever had, set this act up and they put 5 percent in there 
to be set aside for venture capital. And now then you have $15 mil- 
lion of mutual funds. If you just set 5 percent you would have 
$750 million but they have never done anything about it. All they 
have done is just buy these New York stocks. How much they af- 
fected the market, the study will show, but the result of the whole 
thing has been that actually the retrogression all over the country 
with possibly one or two exceptions of the original markets, and your 
local securities, have been such that everything has again tended to 
be concentrated in New York, which I am certain was not the intent 
of Congress originally in the Securities Act because that was what 
they were trying to get away from. 

I used to argue with Mr. Spence about this so-called Business 
Investment Company Act that was supposed to be the start of a 
system of equity banks which you have all over the world practically 
except in this country. 

Now, the subject addresses itself to this one thing, not that I am 
very erudite because I never graduated from anywhere, but I do 
know one word and that is the word “equity” and equity does not 
mean loans. Everybody has addressed themselves to the terminology 
of loans. I have found in Kentucky in the Small Business Admin- 
istration there, I get their loans every month and it looks to me like 
people borrow almost anything they want if they have any equity 
at all. But what this was supposed to furnish was the difference 
between what you own and what you owe is your equity. That was 
to supplement the equity which due to the Securities and Exchange 
Act the way it worked out everything made it practically impossible 
and undesirable of public offerings. 

You couldn’t sell it any more to the public. That may be all right, 
and I will go along with the results, but I think the Congress has to 
address itself to the one factor of getting back to what I call was the 
intent all along of Congress, to set up an equity banking system. 
Equity banking means common stock. You talk about loans and the 
amount of loans. My training in banking or finance for a number of 
years has been one thing—you have prime loans, you have secondary 
loans, you have third rate loans, but most small companies that are 
trying to develop, they can’t stand more interest. It doesn’t make 
any difference whether it is 2 or 4 percent. They want equity and 
they need partners. 

If the amount of interest is an axiom, as one of the leading bankers 
Percy Johnson used to say—if interest had anything to do with a 
loan whether they pay 5 or 8 percent, it is a bad loan, so don’t make it 
anyway whether it is a small concern or a big concern. 











88 OPERATION OF THE SMALL BUSINESS ADMINISTRATION 





I believe it was Mr. Avery that said this — that it was his 
understanding that what they 
is wonderful what has been done because even the Feder al Reserve 
Act of 1919 was amended. We expect by trial and error to make this 
work. 

I can say to you that the regulatory agencies have leaned over back- 
wards in most instances, not entirely, but in most instances to make 
this thing work. We have set this up for 2 years. I had to laugh 
about it. The Members of Congress and various members of the 
committee have been very kind to me. My business is all small busi- 
ness. I am a director of about 20 small concerns. I address myself 
when you are talking about this to financing the little fellow. They 
can get all of the money they want or should have. 

There are 100,000 medium-sized concerns, and there are 5 million 
big ones. I am talking about the ones who are left high and dry 
with nowhere to go to get equity financing. It is my f feeling that nd 
is the first thing that ought to be done. I think it is a misnomer to 

call this act an investment company. It is no more an investment 
than potatoes. If you sold it publicly you certainly would not be 
carrying out a proper terminology if you say a small business in- 
vestment company. There is no investment in here. It is the rank- 
est sort of equity speculation. 

If you could change the name of it to Small Business Equity Corp. 
or anything else you want, I think that would be better. It would 
have three functions. You see, you can borrow on all listed securi- 
ties at commercial banks, but there is no place to borrow on fine un- 
listed securities certainly in our area unless you get into name or a 
real net worth situation. 

What we had contemplated was a three-functioning situation. 
That is, you did trading in existing securities to help your regional 
markets; you did investing in existing securities over a long-term 
period; and then you did underw riting of new situations. Now we 
set thisthing up. We have no pride in it because if you fooled around 
with a governmental agency and lawyers and accountants and every- 
thing for a couple of years it will break your back, you know. 

I will tell you a story afterwards, but there are ladies here and I 

can’t tell you this story that exemplifies this situation. 

But we have a capital of $150,000, and $30,600 in convertible de- 
bentures. We have an issue that the SEC has approved where we can 
offer a million dollars. We intend to gradually sell those to the 
proper people who could and should stand the risk of an equity 
situation. 


We didn’t really get where we could operate until January 15 of this 
ear. 
' We have made a commitment where we are going in $50,000 out of 
$400,000. We have made a commitment to take a small interest in a 
larger shopping center venture in Louisville. We have done an inter- 
esting thing. For many years the colored people of Louisville have 
wanted a medium-sized apartment building and they have not been 
able to get it. We finally have worked it out with good colored citizens 
where they have put up about $300,000 and we are putting in a small 
participation in that. We furnish two things. We furnish part of 
the capital and of course the most important. thing in small business 
that you have to fur.ish is management. You can have all the money 























OPERATION OF THE SMALL BUSINESS ADMINISTRATION 89 


in the world and if you don’t have management it isn’t good. So we 
are trying to get the thing started. If we just had a change of name 
then we could go to the Small Business Administration. 

Mr. Evins. Mr. Graham, as I judge from your statement, you have 
made extensive recommendations outside the scope of this subcom- 
mittee. You have recommended amending the Securities and Ex- 
change Act. 

Mr. GraHam. No, I just meant that these acts don’t work sometimes 
the way they were originally contemplated unless you amend them. 
That is all. I didn’t mean that. I think the Securities and Exchange 
Act, and I have told Mr. Harris, should be gone over pretty fully. 
We think we have said so. I may not have expressed myself correctly 
here. 

Mr. Evins. You have expressed yourself quite well. 

Mr. Granam. We think from a practical standpoint we want to be 
associated with this small business thing. I had to laugh because 
Mr. Spence happens to be a good friend, but the moment they put 
the word “investment” on that it meant that we were under the 1940 
act and our company could only have 5 percent of our capital. Capital 
is hard to raise down in Kentucky in one of the small business invest- 
ment companies. What we had wanted to do immediately when this 
thing was done was to go ahead and raise the million dollars and put 
$300,000 in one of the small business investment companies as a wholly 
owned subsidiary just like the banks are doing. But you take the 
great source of capital from your investment companies, and I don’t 
see any amendment yet. 

Mr. Evins. Everyone seems thus far to agree that in the limited 
period of experience in the act that amendments are necessary. 

on GraHam. I am not being critical. I think it is a wonderful 
thing. 

Mr. Evins. You feel that the SBIC is a good instrument for effect- 
ing the declared purposes to make equity capital available? 

Mr. GraHam. I want them to make equity capital available. It is 
not a loan agency. 

é _ Evins. You want to change the name to Small Business Equities 

10. § 

Mr. Grauam. I want them to be an equity company. That is what 
they should be. Bankers of equity, is what they should be. It isn’t a 
loan system. These small companies you are trying to develop, if 
they can borrow moneys from the banks, if they can get equity some 
way, that is all right, but you don’t want to keep burdening them 
down by interest charges. 

Mr. Roosevelt, in regard to Jack Whitney’s companies, you see five 
or six of those companies he financed in the Louisville area. I hap- 
pened to be a director of three or four of them. 

They would put money in. They would put management in. Then 
when they developed it to a certain extent they would take their capital 
gains and get out. Minute Maid was developed there and Morton 
Salt was. We have had a very fine experience in his particular 
company in our area. 

It has been the only source of equity capital. It has worked out 
in line with what you say. Once they get a good capital gain they 
are out. 
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Mr. Evins. Do you also feel that the antitrust laws, the Clayton 
Act and the Sherman Act, should be more vigorously enforced ? 

Mr. Grauam. I think big business has been taken care of. I think 
it is time to take care of the backbone of the country, small business, 
and do anything necessary to do it. 

Mr. Rooseveir. Mr. Graham, I have enjoyed your testimony. I 
think you are quite right about the Whitney Co. and several others 
like that who have done fairly well. I am interested in something 
which has nothing to do with this particular committee, but you made 
some comment, and because of your experience as a member of the 
Midwest Stock Exchange, would you just care to tell me frankly 
whether you think investment companies, or rather, the mutual com- 
panies and so forth, and pension funds, that their activity in buying 
up stocks on the stock exchange has helped to eliminate the avail- 
ability of the stocks to the public and has perhaps helped create a 
possible inflationary boom market situation in view of the shortness 
or unavailability of this stock ? 

Mr. Granam. I don’t know how much effect it has had. The 
Wharton School is making a study. How much effect it has had I 
don’t know, but I know it has a very large effect. The tragic effect 
has been that all the interest in the country in the last 2 or 3 years 
has been developed in the listed stocks and in a few situations there in 
New York, and there is no place for stocks of regional markets of 
the area in Missouri or Minnesota or Kentucky or anywhere else, and 
they have just been forgotten. 

It is my hope that this particular vehicle will be your equity banking 
system. 

Let us just suppose that a family owns $100,000 of X YZ stock, and 
the man dies. They have to pay his tax. You can borrow on that 
for a period of 5 years. That is the kind of thing you need to keep 
your economy going. 

In Louisville our small business is all right. We have had five of 
the biggest companies there. International Harvester, Ford, et cetera. 
But we have lost 58 percent of our medium business in a period from 
1946 on. You will find that situation pretty well all over the country. 
That is not good. 

Mr. Roosrvert. I agree. What I am getting at is related back to 
this inquiry: If this act should be successful, wouldn’t there be the 
opportunity then for the creation of real stock exchanges on a regional 
basis which would primarily deal in the sound small investments or 
stocks of the small companies which have been proven out through 
this small investment company process ? 

Mr. Granuam. Not necessarily. In Louisville we used to have a 
stock exchange, but we didn’t have enough activity. We have a local 
trading market. Talking about Mr. Spence, we have a depressed area. 
There is no question about it. If we could get some medium-sized 
companies in some of these towns and finance them I think by our 
own bootstraps we could pull ourselves up. They have killed us. 
The reason people are not interested in a thing like this is you can’t 
even make a market of the ones you have got. 

Mr. Roosrverr. You might give a basis for the investment of the 
small man on the street who is being dragged in with cats and dogs 
and give him an opportunity to know and be able to invest. 
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Mr. Grauam. The best illustration I can give is that Bob Rigg’s 
wife called me and said that she had $4,000 to invest. “I don’t want 
to invest in the New York stocks.” There are still some local stocks 
at home that we think of. The only thing I want to do is give some 
liquidity and redevelopment. Our market is no different than Nash- 
ville or your Kansas City market. ‘They are all the same. 

Mr. Roosrvetr. I think someday somebody is going to have that 
vision and we are going to have regional markets. 

Mr. Granam. You have a swell law here. I am just selfish on the 
thing. I have worked for 20 years on it. I have worked with Mr. 
MacIntyre. 

On some of the language I have enjoyed. I didn’t know we got it 
in. I used the term “stockholder-entrepreneur.” Our lawyer made 
us take it out and Mr. MacIntyre put it in the act. But here we are 
after all in an effort to approach the thing on an absolutely sound 
basis. You have to do two things. Here is what it does. Our short- 
term activities, we pay our overhead by our profits. Our long term, 
we don’t get locked in because we put them there. The way we operate 
here is that we use a management consultant. We have a total over- 
head of about $10,000 a year. We pay the consultant 5 percent or 
the ordinary investment counsel fee for the principle. That is $5,000. 

Our stenographic work and other things will be, say, $5,000. That 
is $10,000 overhead. Then on our short terms we will get an income 
from our trading. We do not care about interest income. We don’t 
want any part of that. We are going into equity financing in every 
company that we can. 

We think we have something here that will do exactly what you say. 

Mr. Roosevett. On page 4 of your statement you talk about the need 
for counseling to keep these new units properly diversified in their 
investment policy. I have one problem though that I would like 
to put to you because I don’t know what the view of the SBA is 
on whether this fits into something that we would approve, but there 
is a possibility. Let us take the retail shoe industry as an example. 
A number of merchants in the retail shoe industry might get together 
in a given area because they could not get equity financing, although 
they agree with it. 

They are properly run and properly managed, and the investment 
company can give then the management feature that you are talking 
about. They get together to enable them to do a better job. This 
would be pretty concentrated in one industry, one place. 

Do you think that is unsound ? 

Mr. Granam. Dean Davis, would you answer that question from 
an egghead standpoint ? 

Mr. Davis. I kind of missed that. I cannot follow it. 

I think the thing we are all much interested in in this hearing is this: 
I note that we are the only people who represent the investment bank- 
ing interests, which has been very conspicuous by its absence in sup- 
porting or attacking this particular piece of legislation, or even 
becoming interested in it from a professional standpoint. 

I think that the people who are forming these companies, especially 
those present today, talked in terms of having some day a million 
dollars in their own companies. Therefore, a market for that stock is 
going to have to be found, too. 
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If it is going to be publicly sold, that means implementation of the 
Securities Act of 1933, and the Investment Company Act of 1940, in a 
real sense and not in a somewhat tacit sense, as we have found it up 
to now. 

On that basis, some kind of distribution of their own stock is going 
to be necessary in order to keep their equity position or their net 
worth position up to a certain level. 

We are talking about investment in a real sense of the word, not 
merely an action of two regulatory agencies creating something which 
is a kind of hybrid animal, neither investment company in a real 
sense of the word or a loaning agency in the other sense of the word. 

What we are considering is offering growth securities to a group of 
investors, with an inherent growth within them. So I think we must 
ask ourselves whether this year or next year, or whenever the proper 
time comes, as to the investment possibilities of the company. 

As to the $300,000 level, I feel that everyone in this room would 
agree with me that this is not going to make a very substantial level 
to provide equity capital for new, growing, expanding and established 
businesses. 

At $1 million levels, if that does happen, that means that public 
distribution of the capital stock of the investing company some way has 
to be made. If that happens, a protective device has to be installed 
in order to give that selfsame equity, in order to give some reason for 
that to be bought by other people. 

Mr. Roosevetr. We are not only talking about the possibility of 
getting close to the point of offering these securities to the public, but 
in certain areas of the economy the cooperatives have been success- 
ful, because they have tackled the problem of that industry and have 
concentrated in that industry. 

Is there not a field here which in a particular industry, where it 
can operate under this act for the benefit of that particular industry, 
because they feel they know the problems, understand them better, 
therefore are able to do a better job and restrict this operation entirely ? 
Is there not a field for that ? 

Mr. Davis. Toa particular extent 

Mr. Rooseve.r. To a particular industry. 

Mr. Davis (continuing). Registered under the 1940 act; that is, 
those who cannot do that ? 

Mr. Roosrvett. They cannot do that today. 

Mr. Davis. No. 

Mr. Roosrverr. They certainly could—an investment company 
could. But certainly noninvestment companies could not? 

Mr. Davis. Yes. 

Mr. Roosrvetr. Do you feel there is a basic weakness in that, be- 
cause of the lack of diversification, that we should not allow that? 

Mr. Davis. The common denominator of strength, of a homogeneous 
industry, is something to be looked upon with a good deal of concern 
and possible profit motive. That is, if you get people in the retail 
shoe business combined in one type of an associate grouping, and this 
group then goes to the investment fraternity for advice, counsel, or 
financing, I think they would get a pretty good day in court. 

Mr. Roosrvetr. Thank you, very much. 

Mr. Brown. Mr. Chairman, I am very enthusiastic about this 
secondary market, as I call it, for securities. I think these people, as 
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I see it, are all of the time paying 30, 40 times earnings. I saw one 
instance last week where a a I used to know, which was small, is 
now selling on the New York Stock Exchange for 84 times earnings, 
and people are buying that stock daily. 

Mr. Davis. Don’t you buy it. 

Mr. Brown. How do we get that money channeled into the small 
business? In other words, people tell me all the time that they do 
not think anything about paying 20 times earnings, at 5 percent 
return. 

They acquired the stock on the convertible debenture basis. You 
know, the book value. They are very apt to be earning 10, 15, even 17 
percent at that book value. 

Under this act, can a small business investment company realize a 
profit then by reselling those acquired common stock equities at the 
secondary market level ? 

Mr. Granam. That is the reason that you have got to redefine the 
secondary market if you are ever going to do that. My understand- 
ing is that thisisa revolving fund. You want to turn it over as many 
times as you can. The minute you get what you think is a proper 
profit, sell it and go to something else. 

Mr. Brown. I believe that what some of us think is that eventually 
the small business financial center in the area will be the small business 
investment company—— 

Mr. Granam. It ought to be that instead of Wall Street. 

Mr. Brown (continuing). And sell it on the over-the-counter mar- 
ket. Is there nothing in the act that is going to hamper that progress ? 

Mr. Granam. The demand first. 

Mr. Davis. There are other things, too. 

Mr. Brown. What are those other things? 

Mr. Davis. There are two of the regulations which, I think, we 
mentioned here which almost again prohibit the investment fraternity 
from participating even in a secondary sense in this new act, in this 
new financing. 

One is that any stock which has been listed or traded over-the- 
counter is not available—or that particular company may not apply 
for funds under this act. That isstep No. 1. 

Mr. Roosrvert. That is a regulation ? 

Mr. Davis. That is a regulation. 

Mr. Brown. Is that in the definition of small business ? 

Mr. Davis. Yes. 

Mr. Brown. Under the regulation ? 

Mr. Davis. Yes. 

The second one, which is almost as exasperating to the investment 
business, which is a good reason for keeping it there—you may have 
to keep it—is to look at this new area capital, to figure some juncture 
where the investment people, in the investment end of the economic 
structure, can combine forces to help this small business financing. 
That is a company which has had even a modest public distribution 
of its securities, $300,000, which is, by the way, the exemption they 
are entitled to anyway under the Securities Act. 

They are prohibited from participating in this act, that is, under 
the regulation, which means that regional securities, or a regional 
company, that has had either one of these two apparently unfortunate 
things happen to it, cannot participate in this new act. 
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Mr. Roosevetr. You mean, if I form my own investment company 
and raise my capital of $500,000, and raise another $500,000 from 
the public, that I cannot come to the SBA and borrow money, under 
this act, from them ? 

Mr. Davis. That is right. 

Mr. Roosrvett. That is not in the law. 

Mr. Davis. It is in the regulation. It is in the definition. 

‘ I think I am quite correct. That is listed on any of the exchanges, 
mean. 

Mr. Barnes. Without talking about the size that companies may 
be financed by the Small Business Investment Co. In that size defi- 
nition there are certain eliminations that certain companies cannot 
define it by small business investment companies, and the company 
that has been listed, has had public financing during its period, is 
one of the companies that cannot be financed by the Small Business 
Investment Co. under the definition. 

However, there is an overall catchall. They may make special 
application, if there are reasons that justify this financing; the rea- 
sons being, for this type of definition, that we were trying to define 
the gap of small business financing. 

Obviously, if a company has had public financing, has listed its 
securities, it is not the type of company that ought to have it. It 
has had financing available. 

We have left the door open, so that even that kind of a company 
can come and make a showing to us. 

In terms of numbers, I would like to say one more thing: How 
many companies have we excluded? There are about 4,250,000 com- 
panies in the United States. All of those, except the ones that are 
excluded, are in. We have excluded those that are listed on the 
exchanges in the country, and that have over-the-counter sales. That 
is, on a continuing basis. 

So we actually eliminate from the 510,000 out of 4,250,000. We 
have still left the door open for any of those companies to come in 
and make a showing that they should be eligible for this type of 
financing. 

Mr. Granam. You have done just what I have referred to. I said 
in 1946 in Louisville, of the securities that were traded in over-the- 
counter, so that we had 200 of all types, not including banks and things 
like that, we lost 56 percent of those for various reasons. 

From a practical standpoint, I think your institution has done a 
magnificent job in your loaning policies. I said that before. 

But the companies are not the 4 million small ones, not the 5 million 
big ones that get financing in New York. It is the 100,000, or there- 
abouts, the medium-sized companies in which there may be 100 or 200 
or 300 stockholders, and in which there is no market. 

Mr. Brown. I want to point this out, that the thing that disturbs 
me about the regulation is, we might get ourselves in a box. Of course, 
the catchall might take care of it, but I can see a situation arising 
where the convertible debentures would be converted and the Small 
Business Investment Company would hold the common stock and sell 
it to private purchasers. That is an over-the-counter trading, and 
therefore, in my opinion, might not be qualified for further financing. 

Mr. Barnes. As to over-the-counter trading, I am sure the way Mr. 
Graham and I were using it is a regular, continuous over-the-counter 
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method of selling and disposing of the stock, not individual transac- 
tions, not isolated transactions. 

Mr. Brown. I think that you want to correct the record there, Mr. 
Graham. You said this 5 percent of $1 million. 

Mr. Grawam. One-half of 1 percent. I think you would like to 
have the 5. 

Mr. Brown. This is the final question I have. Do you think that 
under the existing organic law the small] business investment com- 
pany can stand on its own feet and make money ? 

Mr. Grauam. I would say that they have to be from $244 to $5 
million. 

Mr. Brown. Thank you. 

Mr. GrauAm. They have to tie it in with something else. 

Mr. Roosevett. I meant to ask you in relation to your comments 
on page 4, where you feel that some counseling of these new units 
to maintain practices and investment policy is mentioned. 

Do I understand you to mean that you think this should be under- 
taken by the SBA? 

Mr. Granam. You are doing so, anyway. 

Mr. Davis. May I comment? Here was a question. As you know, 
this is the first license that has been issued, and I imagine if there is a 
discussion of the types of institutions which have applied for licenses 
under the act, a majority of them have been banks. 

Mr. Roosevetr. God forbid. 

Mr. Davis. And it is, from their standpoint, a question of mutuality 
of staff activity ; that is, they can provide the staff activities necessary 
to curtail the operating overhead expenses so necessary in a company 
of any kind. 

Our concern is that it would be helpful if we could get more of these 
privately formed companies into this act, who would have to pay, 
necessarily, their own administrative costs and overhead costs. 

Mr. Roosrvetr. You feel, in order to get something other than com- 
panies besides what I would call banking and affiliates, they will need 
to have additional services available, such as this in the SBA? I 
think I would go a long way hoping that can be worked out, providing 
that it is not compulsory. I do not think that the SBA has any 
business, I do not think they want to have any business—maybe they 
do—in actually telling a company not to diversify, get rid of this, 
because you have too much of that, get something else over here; and 
I think once we get into that field, we are really getting into govern- 
mental dictation, and the running of these companies, which I think 
we should not want to do. 

However, if it is a voluntary service which is available, in the 
form of investment counsel, I will go along with it 100 percent. 

Mr. Davis. I think actually SBA would be in a position to do that, 
I hope. 

Mr. Granam. The thing that burns me up, of course, is the way the 
act is interpreted now, probably properly so, so long as we cannot 
participate. I had hoped to be one of the first to put in an applica- 
tion. 

Mr. Roosevett. That is a change in the SEC laws? 

Mr. Granam. If it did not say investment company. 

Mr. Rooseveur. Would not that automatically exclude them? 
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Mr. Granam. Automatically—call it anything you want to call it. 
I know that it is not an investment company. 

Mr. Davis. Some of the people, the investment people get into this 
act. I think that they provide greater services. 

Mr. Granam. The investment bankers ought to get into it. Here is 
$40 billion. Is that not right? There are the mutual funds, and the 
like. It is tremendous. There is your big source of income that 
= this thing work. And I think you are supposed to make it 
work, 

es just a change of one word in the name would make it 
work, 

Mr. Roosrvett. If you change the name, we ought to say that they 
do not come under the Investment Act, period; otherwise I do not 
think we have done anything. 

Mr. Grauam. Here is the thing, you do not have to take them out 
of the Investment Act. 

Mr. Roosevetr. Only in relation to this. 

Mr. Granam. Here is what we want to do, from a practical stand- 
point. We want to set up, just like the banks do and say that we had 
a million dollars, that would be 30 percent of our assets, but under the 
Investment Company Act, you cannot buy into another investment 
company over 5 percent of your assets. If this was not called an in- 
vestment company, then that prohibition would be eliminated, and 
we could go right ahead. 

Mr. Roosevett. Not if the SEC has held otherwise. 

Mr. Evins. You are making two recommendations to this commit- 
tee. One is a change in the name, to eliminate the word “investment” 
in the title. And you want to be excluded from the SEC law and the 
regulations? 

Mr. Granam. Now, I do not want that. I think that would be bad. 
I testified before the Senate committee. I think we are the only ones 
that said it ought to be in. We want to see this thing work. If you 
do not have some regulation and full disclosure of public offerings 
we probably will rue the day. 

Mr. Evins. Will you tell us where you would draw the line? I think 
that would be helpful. 

Mr. Roosevett. I refer you specifically to the part of the act under 
the exemption which at the bottom says, “section 18 of the Investment 
Company Act of 1940 is amended,” and so forth. I think that we 
need to have that type of language in. Will you have someone study 
that and send it to us? That will be helpful. 

Mr. Brown. Any man who wants in this deal as badly as this man 
does, and has worked as long and as hard at it, ought to be included, 
even if it takes a private bill. 

Mr. Evrns. Mr. Moore, any questions? 

Mr. Moore. I have no questions. 

Mr. Evins. Thank you very kindly, both of you. 

Our next witness is Mr. Williams. Mr. Williams is director and past 
president of the Smaller Business Association of New England, Inc. 
We have heard Mr. Williams previously. We know that this subcom- 
mittee will profit from hearing him again. We welcome you, Mr. 
Williams. The committee will be pleased to hear your testimony. 
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TESTIMONY OF HOWARD D. WILLIAMS, PRESIDENT, WASHINGTON 
MILLS ABRASIVE CO., COMMITTEE CHAIRMAN FOR 1958 SMALL 
BUSINESS INVESTMENT ACT, DIRECTOR AND PAST PRESIDENT 
OF SMALLER BUSINESS ASSOCIATION OF NEW ENGLAND, INC. 


Mr. Wriu1amMs. My name is Howard D. Williams. I am a small 
businessman, president of Washington Mills Abrasive Co., North 
Grafton, Mass., the earliest manufacturer of abrasive grain in the 
United States, being chartered in 1868. Our company has operated 
without break to the present. I am a director of Smaller Business 
Association of New England, Inc., chairman of its Committee for 
National Investment Companies under Small Business Investment 
Act of 1958, and am one of the past presidents of this association. 
SBANE isa voluntary nonprofit Small Business Association, all of its 
directors serve without fee or any reimbursement for their meetings, 
travel expenses, and so forth. 

SBANE shares with Congress a belief in the vital need of the Na- 
tion for a healthy small business economy in the United States, be- 
lieving this to be essential not only for the overall economy of the 
Nation, but also for the better social growth and life of the world. 
For many years we have been impressed with the need for an inde- 
pendent and continuing Small Business Administration answerable 
to the Congress. We are naturally more conversant with the opera- 
tions of SBA in New England, largely confine our observations to 
that area. 

We are favorably impressed with the operations of SBA, believe 
it is giving very considerable help to small business. In any govern- 
mental contract one of the problems of a small businessman is to 
discover with what service, branch and person he should be in contact. 
Too often this difficulty alone prevents him doing business with the 
Government to the advantage of both, and too often he fails to use a 
Government service or information open to him. We feel it should 
be borne in mind that SBA is doing an excellent job in this respect, 
and that as more and more small businesses realize this considerable 
“assist” which SBA delivers, still greater use will be made of it. 

SBA’s direct loan program seems to be continuing well in New 
England. We believe nearly two-thirds of the loans made are with 
bank participation. This direct loan program should be continued at 
present, we point out that the Investment Act of 1958 does not super- 
sede or in any way eliminate the need for this continuing direct loan 
program. We feel that the relatively high percentage of loans made 
with bank participation is excellent, and we would like to see this 
percentage rise to an absolute maximum. It is evidence of a sound 
loaning policy, and that commercial banks concur with its soundness. 

Despite the continuing attention of Congress, also of SBA, the 
question of “Smalls” obtaining a fair share of Government procure- 
ment is still with us and as actively asever. We believe a necessity 
exists at this time for cautiously “putting more teeth” into the small 
business subcontracting program. We do not believe it practical 
to attempt to dictate precisely how a major contractor should perform 
a contract obtained by him. We do believe he should be called on to 
report quite fully as to what his small business program is, and how 
effectively, or otherwise, it is being carried out by his organization. 
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Small businesses too frequently find a large business’ announced small 
business policy is utterly unknown to, or is ignored with impunity by, 
the lower echelons of his organization. We believe that determina- 
tion of purpose could bring about a marked improvement in this re- 
spect. We should in justice add that there are some notable excep- 
tions to this generality. 

We believe the small business specialists of the services in many 
cases should be upgraded in rank and in their influence. 

The Small Business Administration is charged with administering 
the Small Business Investment Act of 1958. We believe the act will 
require a number of revisions, but feel that a reasonable period of time 
should be allowed for it to operate before changes are made. We feel 
that 1959 will show the major areas in which change may be desirable, 
and that to allow experience to show the needs would be wiser than to 
embark on stop-gap, hodge-podge changes. We do not believe that 
years will be required, as indicated we feel that less than a year will 
show the major improvements needed. 

We understand that only one National Investment Co. has as yet 
been chartered in New England, and that very recently. We believe 
that reference has had to be made to SEC in at least one other New 
England case, and that SEC’s decision is confidently expected in a 
very short space of time. We feel a reasonable time lag after the 
passage of the act is inevitable, and that impatience does not warrant 
the making of a criticism. 

Mr. Evins. Thank you, Mr. Williams, for a very fine statement. 
We know of your organization and the effective work it has done. 
As I say, we always listen to you with profit. I think you have made 
a general overall statement which the Administrator and the mem- 
bers of his staff have heard and will take into consideration as well 
as the committee. 

Mr. Witiiams. Thank you. 

Mr. Roosrvett. Mr. Chairman, I associate myself with what you 
have said to Mr. Williams. 

I have just one question. At the top of page 2 you state that— 
We believe the small business specialists of the services in many cases should 
be upgraded in rank and in their influence. 

Is there any reason that you know of why they should not be taken 
out of the armed services and be made appointees of the Small Busi- 
ness Administration ? 

Mr. WitutaMs. No, I think that it would be easier if they were out 
of the services, that is, their task would be easier. They are in a very 
awkward position. 

I believe, personally and for the association, in many cases they are 
in the position of an office boy, unable to participate in decisions and 
they are not able to influence major contractor decisions. And cer- 
tainly not to influence them once made. 

Mr. Roosrvett. Well, I thoroughly agree with you. I have been 
hoping for some time, yes, I think I told Mr. Barnes some time ago 
that if we ever really want to get small business into the defense 

rogram, these small business specialists must be independent of the 
efense Department—they must come from the SBA and be respons- 
ible to the Small Business Administrator. 

Mr. Wiu1aMs. I believe that would be a great improvement, sir. 
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Mr. Roosrvetr. Thank you. 

Mr. Evins. Mr. Williams, I want to say that we appreciate your 
statement and the counsel that you have given us. We always look 
forward to hearing from you people up there. 

Mr. Witiiams. Thank you. 

Mr. Evins. Thank you, Mr. Williams. 

We have a distinguished colleague, Congressman A. B. Won Pat, 
Speaker of the Legislature of the Territory of Guam, who has in- 
dicated a desire to be heard. We will be pleased to hear you now. 

You may proceed. 


TESTIMONY OF HON. A. B. WON PAT, SPEAKER OF THE 
LEGISLATURE, TERRITORY OF GUAM 


Mr. Won Par. I want to express my deep appreciation to you, 
Mr. Chairman and members of the committee, for the privilege and 
opportunity of expressing my views on the need of extending the 
Small Business Investment Act to Guam. 

1 am here in Washington pursuant to Resolution 65 adopted by the 
Guam Legislature which directed me as speaker to represent the 
views and the interests of the people of Guam in matters now under 
consideration here in the Nation’s Capital which are of vital concern 
to Guam. 

Guam as you know came into the possession of the United States 
as a result of the Spanish American War in 1898. It has become 
a possession since then and was administered by the Department of 
the Navy until the Japanese occupation in 1941 to 1944 of the island. 
Six years after the retaking of Guam by the U.S. Armed Forces, the 
Congress of the United States enacted the Organic Act of Guam 
in August 1950, thus making Guam an unincorporated Territory, 
granted American citizenship to the people and provided a degree of 
self-government. 

Prior to the war, Guam’s economy was very simple, the people 
depended largely upon the land, and their needs were few. However, 
the war completely changed the face of the island and the life of 
the people was conditioned likewise. And today Guam is in many 
respects like any other growing community on the mainland United 
States. It has common problems. Its needs and exigencies demand 
the same attention and deserve the same consideration as other similar 
areas are accorded. 

With regard to the extension of Federal laws to Guam, you will re- 
call that as part of the Organic Act, provision was made that no Fed- 
eral statute not then applicable to Guam would become applicable 
unless specifically made applicable by action of Congress. 

The Small Business Act (Public Law 85-536) approved July 18, 
1958, defines under section 4(a) the term “United States” to include 
Territories and possessions of the United States and is, therefore, ap- 
plicable to Guam. Related to this act, however, is the Small Busi- 
ness Investment Act of 1958 (Public Law 85-699) as approved August 
21, 1958, defines under section 103(4) the term “United States” means 
the several States, the Territories of Alaska and Hawaii, District of 
Columbia, and the Commonwealth of Puerto Rico. It is clear—from 
the definition of the law—that the act does not extend to Guam. 
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As the legislative history shows, Congress passed this act because 
it recognized the plight and problems of the great number of small 
business firms with respect to obtaining financial assistance, particu- 
larly equity and long-term debt financing. 

On Guam there are only small businesses with the exception of 
the Bank of America which I understand is the largest banking in- 
stitution in the world and it is the only bank operating in Guam. The 
largest merchandising and food businesses are conducted by the mili- 
tary who do an annual volume of business amounting to $17 million 
and they need no risk capital or financial assistance. On the other 
hand, private businesses are handicapped by the lack of adequate 
credit facilities and their hardships are aggravated not only by the 
high cost of borrowing from local financing agencies but by their in- 
ability to obtain long-term financing. The only other credit facili- 
ties presently available on Guam besides the Bank of America are a 
private home loan association, a private chattel mortgage loan com- 
pany, and the Guam Finance and Development Agency of the Terri- 
torial Government. The commercial rates of interest charged by the 
lending agencies are about 9 to 10 percent per annum. 

The economy of Guam is undoubtedly unique in character in that 
it is primarily based upon the military and its bases located on Guam. 
It is mainly a commercial merchandising and personal services type 
of economy. From all indications, this is an ever expending and, due 
to the location of Guam, in relation to the Far East, it could be 
assumed that military installations on Guam are not now nor will 
they be in the foreseeable future, temporary in character. For this 
type of commercial economy the need for risk capital is ever present 
to provide fluidity in Guam’s commercial economy. 

The type of capital required by small business is not readily avail- 
able on Siete In addition, the opportunity to secure outside risk 
capital is very much curtailed due to the fact that the U.S. Navy main- 
tains a rigid security check on all persons entering the Territory of 
Guam. In a great many if not most instances persons outside Guam 
who have risk capital to invest are not able to secure security clear- 
ance to personally be present in the Territory of Guam and it is 
very obvious that people do not want to invest their money, par- 
ticularly risk capital, when they cannot be present to personally 
observe the conditions and situations wherein their capital would be 
invested. 

There are several possibilities where new industries could be started 
should the provisions of this act be made applicable to Guam. For 
instance, there is a need for an agricultural feed mill and with the 
current advancement in both livestock and agriculture, it is felt that 
this is entirely feasible. Also, there are many indications that other 
commercial industries could and would be started if this type of 
financing was available. 

Under the provisions of the act, loans made by the investment 
company may run for 20 years with a possible 10 year renewal sub- 
ject to the approval of the Administrator. As a safeguard no invest- 
ment company may tie up more than 20 percent of its paid-in capital 
and surplus in any single small-business enterprise without special 
consent from the Small Business Administration. Thus, any invest- 
ment company so chartered on Guam could not be chartered solely 
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for the advancement and development of any one particular business 
but rather would serve all types and groups of business. 

Mr. Evins. Thank you. 

Mr. Won Par. I shall be very happy to answer any questions that the 
committee may have. 

Mr. Evins. Thank you, Mr. Speaker. We will call you “Mr. 
Speaker.” You have very well put it that the Small Business Invest- 
ment Act should include Guam. As it is drawn, it does not include 
Guam. You have well pointed out the need for that. We thank you 
for your statement. 

Mr. Roosever. Mr. Speaker, I am glad to see you again. 

Mr. Won Par. Thank you, sir. 

Mr. Roosevett. I have a couple of questions. 

One, you referred to the Guam Financing Development Agency. Is 
this an agency which might conceivably, from a point of legislative 
action, qualify as a small business investment company to serve Guam ? 

Mr. Won Pat. Possibly, sir. 

Mr. Rooseve.t. Can you secure some information as to the functions, 
the funds available to this agency and any background? 

Mr. Won Part. Yes; I can tell you that right now. 

That was created by a local statute to help, of course, the local in- 
dustry to develop. It was originally financed with $900,000. Later 
on we upped it to $1,100,000. However, that is not very adequate, 
because it involves many areas of enterprise. 

Mr. Roosrevett. Under this act it could at least get another $150,000, 
possibly, from others? 

Mr. Won Part. Yes, sir. 

Mr. Roosrvetr. From loans from the Small Business Administra- 
tion if we could find a way to make it qualify ? 

Mr. Won Part. My thinking is that private enterprises will be en- 
couraged to participate. There are people over there who have 
money, and with the help of the SBA they can organize and help other 
businesses. 

Mr. Roosrvetr. That was my second question. You do feel there 
are people with sufficient capital to be able to form an investment 
company in Guam itself? 

Mr. Won Part. Yes, sir. 

Mr. Roosevett. What is the volume of private business, roughly, 
outside of the U.S. Government operation. Have you any figures on 
that at all? 

Mr. Won Part. I could not give you any specific figures, but it 
runs—— 

Mr. Roosrvett. In other words, what I am thinking of, in order to 
justify extending the act, I think we would have to have some material 
to show the volume of business that actually is there, the size of the 
economy, in other words, that exists. 

Mr. Won Part. I can give you specific figures and data on that. I 
will submit that to the committee. 

Mr. Roosevett. That, certainly, would be very helpful. 
Mr. Evins. It may be included at this point in the record. 
Mr. Won Par. I will do that. 
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(The information referred to is as follows :) 


GOVERNMENT OF GUAM, DEPARTMENT OF COMMERCE 


Statistical report of import-export division, department of commerce, of importa- 
tion, exportation, and transshipment cargo moving through the commercial port 
of Guam for the quarter ending Mar. 31, 1958 


































VOLUME 
Country or port Revenue Value 
tons 

OUND... co Sibctiak ad cc dy cdavaensnadcdacgunebadiat es nbuc eee 29, 371 | $4, 342, 369. 97 
ES cn. obec me cnuheemacens xo sendaneaanaadaigeutoanwons oobanneem 321 69, 954. 90 
I CEN aoc bm ond tncbbannnnnindnnpunke enon lataaeloseetae 9, 885 787, 847. 32 
een trenegnipmont, ‘Trust Territory: .5i65 seis a~ $s eejasauecengencksceueop 3, 709 587, 606.75 
Pte CITING TUN os occ dande ren adnennndedeebinkenubinakneahaaubinnge 417 115, 013. 94 
NR edi Beet ceencasancaganntin do cnbabaseedannsapemebeatelie aasee 43,703 | 5, 902, 792. 88 

IMPORT 
NN IN 3. sae /aaasin dic ipa ris wetpes ante RaReanaes ec Maeagialaenes Hip eae meses eeeae ee 22,141 | $3, 691, 486. 50 
PE oloiss tobn asco mccdksts acaebdbataances Sob adkbden os Oa abeb mabe aston’ 3, 188 227, 863. 49 
NE NN Ge cicnreinanacaneaad pomedatekis annibeaiameicascaaiawNbasunell 1, 326 45, 097. 35 
Trust Territory, vegetables 54 11, 978. 98 
Red 6a Seog 65s, weir niieigugg ody taddomaipe 1,219 104, 707. 01 
a Saath peas cs ciagalnstiws nit io dito pts te alin ooeeela 446 96,300. 01 
RIO Sh hr 35 os te eae 3) ns Sores 249 20, 813. 53 
hi aS 6 ik indus hopin Seni eye Rina aiaeaaaaE Bote 244 16, 478. 53 
NE fe en Siete ee bab ce cecanthe eed Ut ad ancemeeraenebbaetud 171 35, 240. 78 
en acres ani nanccasnkanenwhheas hep Aiba ee nnecie palidasebbickenaie 157 35, 507. 17 
NN ira la tases de de dinabanenmn teens ren aon carte Eee 124 47, 740. 11 
ENE ind dilen isd banat l Spociiths ness tan gcindbbawe lends desi ebbineeigeeeseck 45 5, 900. 00 
Nan a Se al gies re ea ele ge ciel ot tae 3 2, 206. 51 
I ng cin cu waco nara kates eb Mn Se aa 2 250. 00 
RR nee oe a eee seeks Senieewaem sac enh debs uanaton ems cick bein 1 750. 00 
| hE ee meatal Seaatagaiea a aia i peace nihicosmngenedwameaeal 1 250. 00 
I iecdnten aaa nig tog ea aisaleaank Silane eae Ae NMN ea eg oe e Recetas 29,371 | 4,342, 369. 97 

EXPORT 

a | 
ee eae anbenn cui ealiieetenentiblamatiiad nanan 5, 647 $244, 688. 50 
Trust Territory 3, 410 441, 051. 78 
Philippine_-__- 1, 024 133, 333. 94 
sapen.—..... 7 25, 200. 00 
NN hese oe ge eh ee a See a es Be ee 21 5, 425. 00 
a mabe shar olink sr ciiga de eet tots saeetagiadent dhe ianioithn aes a 14 6, 138. 00 
RON Sn ac cnet damn necudnenacedousaans ssi aocn gee cee 10 1, 500. 00 
RR icin oc canuaitcsies ak ested ita din nities asda eaam ab ad eaeae 1 465. 00 
De seth 2k oe etpudanhatep~eutibncusboae Mamasese 10, 206 857, 802. 22 
TRANSSHIPMENT 

Se nN I I a in id oo nti uwbaw MARAE eked ae eames 3, 482 $577, 007. 75 
Australia/Trust Territory _----- ite base th eigen whisk Aslan in teas cdo des eases Nansen 156 2, 354. 00 
ES SE a a Se a ee 27 331. 00 
I I ON se ee eh eae ee 8 4, 889. 00 
eI No wanda dendebindie Mah dbacitinile scbcateeuws 3 825. 00 
a on a wd etic ate mio ae eamae eebea eames 2 1, 325. 00 
SE INS ok otic 2. cle. Ae ldath sabbu detente cide kudiakiee 375 102, 438. 14 
ee. ae = mahi dsb ea nlnchelna tek uit inas Omaatacm akin Beas teua es 42 12, 575. 80 
PG WENO SY RRONNONIOD ooo sie ake encncdbcccugiacnesccuncutsancestawlssweee 31 875. 00 


Snawecsesanescasesandeeccnsscoceqeswenwcecanacess 4, 126 702, 620. 69 
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Summarization of import 
Quantity 
Foodstuffs “ases 61, 820 
Sugar . pounds - 440, 409 
2, 887 
14, 022 
708, 637 
, 054, 301 
980, 397 
58, 084 
938, 268 
Frozen fish _ - a3 96, 740 
Fresh fruits___ 229, 136 
Fresh vegetables _ _ _ _- Sere ~ — ; 258, 044 
Soft Cee SER ois 86 eee = ceca, onan eae mine ae eases __ 251 
7, 401 
Liquor 254 
Miscellaneous merchandise. ....-.--------------------- . a 9, 998 
Hardware 
Lumber. 
Cement pounds-.- 
Kerosene _ __ gallons 
Other petroleum products _ - _-- ne dee= =: 
SD ONS 6s cee bin (thn ninnntadeonnnmaiaian cartons- - 
Furniture _ 
CIN 4 Oe 8 os ie a at ee ee a ___cartons _- 
Vehicles_ _-_- ire est le 
Television < ctermren a Cla ; P sets __ 
Scrap-.--- 2 pounds - - 33, 6: 28 
Total import. value____--- oar dollars__ 4, 342, 369. 97 


Summarization of export 


Quantity 
PORES. 66 on snik 6 ened cc cannsdet cena nsesneataneses cases__ 2,485 


a, 


pounds- 3, 300 
931 

98 

, 276 

, 180 
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2, 333 
Fresh fruits__- 250 


Fresh vegetables _ - ve 114 
Soft drinks "ASeS _ _ 564 
Beer 5, 400 
Liquor : 494 
Miscellaneous merchandise , a 5, 673 
Hardware _ _ ‘rates __ 766 
Lumber _board feet__ 239, 834 


Cement pounds_-_ 432, 400 
DOtIN ea cto es ce one Sel eee gallons__ , 708 


Other petroleum products -- ----- sisal tats ead aa eee ae eee do-__- 52, 629 
De WOO es orbs oa mawewandanune= ene cage eread cartons __ 14 
Furniture crates __ 12 
CR <8 one Scccecassaseuceus ee cousese oaeas eee cartons_ 341 
UMN 5 Sci ck Slt Sa saci satan a oa ta a egal and a each__ 112 
Television 


5 
E 633, 607 
Surplus 1 356, 892 
Total export value 
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Summarization of transshipment 
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a cs inl ai ih wc lois Se icicle cans 799, 921 251, 926 
SGT iicdh<l acnicsaoenintniseesipareuninie ele aiiesicensacane aa eane epee naaeiaa ee ae 19, 727 28, 100 
I tec ui abi talon ionineaisdals absicnataintianteaaticas tical ia 37, 782 590 
I cal ea a Pe ccilasecmaneee 810 
a ist ne anc cee eset ion an | a RIE Bn ctkencmniisnatcie 
I ina scp ale Sa acne a dna ntiaae TOE a Se Isanacunciecein 
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Gross income from all businesses in Guam Apr. 1, 1958, through Mar. 81, 1959 










EN ae een Sr. ee $8, 431, 444. 00 
NE i i nce ce imeaa eee ee mies 29, 897, 666. 00 
IE OR OG ne ee ea 3, 123, 873. 00 
rari === NORE i a i aici cc ee ee 916, 136. 00 


Service—all others 


i ss il eh liana tiara apis ciat 66, 053, 628. 00 


Note.—This data is compiled from Business Privilege Tax Returns and is the 
best information available. It covers civilian business only. 
























PURPOSES AND FUNCTIONS OF GFDA 






The Guam Finance and Development Administration operates under authority 
of Public Law 14, First Guam Legislature, as amended. The agency has the 
power and authority set forth in the said laws in accordance with the provisions 
thereof and has promulgated rules and regulations to govern its activities. 

The law provides that the agency shall be operated by and under the direction 
of a noncompensated five-member board of administration to be comprised of 
persons appointed by the Governor with the advice and consent of the legisla- 
ture, two of whom shall serve for 4 years and three for 2 years. An adminis- 
trator, credit checker, clerk-stenographer and an account clerk, all of whom are 
selected by the board, make up the agency’s staff. 

The purposes of the agency are to augment the credit facilities available to 
assist development and advancement of, and to examine, investigate and conduct 
research and experimental operations in agricultural, industrial, commercial, 
construction, housing, and related pursuits. Public Law 31, First Guam Legis- 
lature, established a fund of $900,000 which was appropriated from the unen- 
cumbered funds of the government of Guam from which all obligations and ex- 
penditures of the fund of the agency shall be solely and exclusively incurred and 
paid. Public Law 39, Third Guam Legislature, provides that not less than 40 
percent of the guarantee fund shall be reserved and made available for agricul- 
tural loans. The fund was augmented to $1,100,000 by virtue of Public Law 
42, as amended, and Public Law 98, Fourth Guam Legislature, which provided 
an additional sum of $200,000 designated as the special low cost housing reserve. 

It is the policy to maintain the guarantee fund to the maximum practical 
extent through investments, revenues, fees, and interest charges consonant with 
the use of the fund intended by law. Such maintenance of the fund is necessary 
in order to prevent its depletion by reason of cost of administration, loan losses 
and direct expenditures for research, study and experimental progress. 

The guarantee fund has been allocated as follows: 

(a) $460,000 for agriculture ; 

(b) $100,000 for fishing and industrial ; 

(c) $250,000 for construction and housing ; 

(d) $50,000 for commercial ; 

(e) $200,000 for the special low cost housing reserve ; 

(f) $40,000 for the reserve fund. 

















Loan activities from inception to Dec. 31, 1958 





| | 
Category | Applications Amount Approvals Amount 
received requested approved 




























I 8 oooh aoa tc de sib eemaeanenine | 256 | $983, 006. 45 212 $665, 923. 09 


aoa oan ies ne talk viens mesietsacoas at | 27 264, 200. 00 19 124, 976. 00 
Commercial____- bhi eee: | 21 | 1,358, 441. 48 7 200, 204. 48 
Construction and housing___.....-_...--------- | 31 | 1,431, 020.29 20 755, 934. 72 
ENING 8s a 1. Gunbadaemenudcniee | 43 | 258, 800.00 30 186, 550. 00 












ENA oe Seats Se 3 378. 4, 295, 468.22 | 288 | 1,933, 588. 29 





All direct loans bear an interest rate of 5 percent on the unpaid principal; all 
insured or guaranteed loans bear an interest rate of 2 percent on the unpaid 
principal. However, no insured or guaranteed loans have been processed. Loan 
maturity periods cannot be extended in excess of 20 years. It is the policy of 
the board that the agency fund shall be expended only for the purpose of acqui- 
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sition, construction, or improvement of capital assets and in such manner that 
the interests of the people of Guam will be furthered to the maximum possible 
extent. 

Under the agricultural program, funds have been loaned out for farmland 
development, all types of livestock and poultry raising, and equipment. Under 
the industrial program, there have been loans extended for the development of 
trochus, the fishing industry (deep sea, reef and fishpond types), the manufac- 
ture of leather goods, and the production of construction bricks. In the com- 
mercial category are loans granted for commercial buildings. Under the con- 
struction and housing category are the development of housing subdivision sites 
and the construction of subdivision homes. The special low cost housing fund 
takes care of individually owned low cost homes. 

Research and experiment 


Copra industry.—A copra mill was acquired and placed under the supervision 
of the local department of agriculture for experimentation and study. This was 
an attempt to revive the copra industry an dthe results of the experiment should 
be beneficial in any future planning of this nature on Guam. 

Economic development survey.—Under the sponsorship of the Guam Finance 
and Development Administration, a study on the economy of Guam and its 
development opportunities was recently made by the Stanford Research Institute. 

Mr. Evins. Mr. Brown, any questions ? 

Mr. Brown. No questions. 

Mr. Evins. Mr. Moore. 

Mr. Moore. I just simply wanted to say that I feel that the Legisla- 
ture of Guam in sending their speaker has paid us great honor here in 
this subcommittee and that you have carried out your task very well. 
Perhaps, it may have been an oversight on our part in dropping from 
this legislation the necessary words which omitted Guam and necessi- 
tated the trip. I hope it 1s not classified in your legislature as a 
junket, but that you are here in a special capacity representing the 
needs, the interests of the people of Guam. And we want to help you, 
if we can. 

Mr. Won Par. Thank you very much. 

I am, also, authorized to take it up with this committee and inter- 
ested people on this subject. 

Mr. Avery. I was just going to ask you if you did not testify before 
the House Interstate and Foreign Commerce Subcommittee ? 

Mr. Won Par. I did last year, last spring. 

Mr. Avery. That is right. I thought I recognized you. 

Mr. Won Par. I appeared before the House Education and Labor 
Committee, also, a few years ago. 

Mr. Roosevetr. That is right. 

Mr. Won Par. As a matter of fact, I have appeared before other 
committees. This is about my 10th testimony before the Congress. 

Mr. Avery. On that score, let me congratulate you. We work 
pretty hard to keep well informed in this Congress on one subject. 
Here you have the entire legislative body of Guam to represent be- 
fore all of the legislative committees of this Congress. 

Mr. Won Par. That is because we do not have any representation 
over here. We are usually out of sight, out of mind. 

Mr. Evins. You have done quite well. Our counsel may have a 
question ¢ 

Mr. Mircnewi. For the record now, if we might get it, you dis- 
cussed this with the Small Business Administration ? 

Mr. Won Par. Yes, I have taken it up with the Interior De- 
partment and with the SBA people, Mr. Barnes, Mr. McCallum, and 
other gentlemen over there. And they are all in favor of it. 
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Mr. Mrrcneui. They are all in favor of it? 

Mr. Won Part. Yes, sir. 

Mr. Evins. I thank you very kindly. 

Mr. Won Pat. Thank you again, sir. 

Mr. Evrins. The committee will now be pleased to hear Mr. Robert 
B. Kay, general counsel of the Trinity Small Business Investment 
Co. of Greenville, S.C. Mr. Kay, we will be pleased to hear you. 
You may be seated and proceed as you wish. 

Mr. Kay. I appear before you alone. 

Mr. Evins. I have always found that one man from South Carolina 
can take care of himself alone. 


TESTIMONY OF ROBERT B. KAY, GENERAL COUNSEL, TRINITY 
SMALL BUSINESS INVESTMENT CO., GREENVILLE, §.C. 


Mr. Kay. Mr. Chairman and members of the committee, we try 
pretty hard. 

My company wants to thank you for the opportunity of appearing 
here today. I am going to confine my remarks to about three pages, 
but I want to touch on two or three things that have come up today. 
I will give a little background in connection with our company. 

We are all small businessmen. Frankly, I am a country lawyer. 

We read the act last year immediately after its passage and came to 
Washington on August 24, I believe it was. It was signed on the 
2ist. We read the act and immediately determined there was no 
feasible exemptions under the Security Act of 1933, nor under the 
Investment Company Act of 1940 if the company was to be large and 
publicly owned. 

After reading the two acts we decided that the program had a great 
deal of merit, with a lot of hard work. 

Following that meeting we were invited and attended SBA’s first 
public meeting out in Minneapolis, a very fine meeting I might men- 
tion. 

I later attended the American management research program in 
New York, on which the SBA was on the program, along with the 
Securities and Exchange Commission. 

I later attended the public meeting of the SBA and the Federal 
Reserve bank, and the Federal Bar Association affiliates, conducted 
in Philadelphia. 

So we have followed this program with a great deal of interest. 
And I think we have tried to follow it carefully. 

There are two or three matters I would like to discuss today. I 
will hit them lightly. 

One is in determining the value—I believe Mr. Roosevelt mentioned 
this this morning—on the convertible debentures, as to converting 
and selling them. We are under the Investment Company Act and 
our own securities must be sold at the net asset value. So if we sell 
our securities to the investor—and I might add that our company 
feels this program is an investment program, not a lending program— 
that is the way in which it must be done. 

r ar like to touch on why we decided to go immediately to the 
EC. 
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Greenville, as some of you know, I am sure, is located in the north- 
west corner of South Carolina. We are within 30 miles of Georgia 
and 30 miles of North Carolina and a few short miles from Ten- 
nessee. Our trade area is in that general area. 

We felt that where a young man had to buy capital stock in our 
company on debentures we could possibly be crossing State lines. So 
we decided immediately to register our entire company and its 
securities. 

We are the first company, I understand, to have filed with the Se- 
curities and Exchange Commission under both the 1940 act and the 
1933 act on the form N-5. Our area was one determining factor. 

Since, however, the SEC has sent down a ruling that if you are 
dealing with this small business concern, the capital stock purchased 
in your company is exempt, provided it is in connection with a business 
transaction, and the purchaser buys it with the idea of investment and 
not for resale. 

I do not see any restriction on his reselling the stock. 

Under the Investment Company Act of 1940 we have to give our 
stockholders 6 months’ notice if we purchase that stock back. 

Under the regulations, and it may be the act, I am not certain, we 
can purchase our stock back within 30 days, but we must purchase it 
back at the price which he paid for it. 

It is my understanding under the act that the price that we issue 
him the stock for is determined at the date that the transaction is 
closed, and the conversion price set on the convertible debenture is 
set at the same time. 

As to the convertible feature, frankly, I think I have covered part of 
that. 

We filed with the Securities and Exchange Commission. I might 
add that we are not licensed. However, we do have a notice to pro- 
ceed. We received it on March 19. We filed our joint statement 
with the SEC on, I believe, April 17. They have notified me this 
week that we probably will get a letter of comment tomorrow. We 
filed as a diversified investment company. As under the act you are 
either a management company or you are a “unit investment trust” or 
“face amount certificate company.” But in our opinion you are a 
management company if you are a small business investment com- 
pany, you are either diversified or nondiversified. 

If you are diversified, Mr. Roosevelt speaking of control this morn- 
ing, you are limited to 10 percent—5 percent of your assets put into 
the company, which can only buy 10 percent of the control of that 
small business. However, you are at liberty at the request and vote 
of the stockholders to change from a diversified to a nondiversified. 

If you file with the SEC as a nondiversified you can change to 
diversified without stockholder approval. 

In my talking with organizations, and companies, from New York, 
practically to New Orleans and out to Kansas City, it seems that 
most of the companies are going into this thing on a minimum ef- 
fort, to nurse it along for about a year or so with the idea of taking 
select choice propositions to finance. At the end of the year they can 
show a beautiful profit and loss statement. Then they will have the 
public offering. 


41487—59— pt. 1—_—_8 
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Our attitude is to go ahead and take the bull by the horns. We 
may get gored but there are still bullfighters in the ring that have 
been gored before 

We are offering 235,000 shares at $10. 

We feel the greatest fallacy in a company is being too small. Our 
authorized capital stock is actually $5 million. 

We have talked to, I guess, 15 or 20 brokers. It has amazed me 
that the brokers have not been interested in the program inasmuch 
as it is an investment program. However, some of the astute brokers, 
once they have read the act, have become very, very interested in it. 
I might say, particularly, in Charlotte, N.C., they are terrifically 
interested in it. But, the brokers generally in the South have not 
looked at the act, 1 am satisfied. If they have, it was a cursory look. 

As to the corporations that were mentioned this morning—about 
not financing a corporation that had $300,000 over the counter trading 
during any 12 calendar months—we feel that a corporation that can 
raise $300,000 over the counter has a going continuing thing, and is 
able to raise its own capital over the counter. 

There has been some mention about these companies being closely 
allied to banks. Section 308 of the act says that we can particularly 
cooperate with banks and financial institutions in the organization 
and operation of one of the companies. 

Specifically, section 18 of the Investment Company Act was men- 
tioned this morning, the two exemptions. They only go as to our 
borrowing ratio. 

We feel that section 18(a)(1)(C) could conceivably strap us later 
on, and is one we are not exempt under. If we issue a senior security 
representing an indebtedness publicly, at the end of 12 calendar 
months, the owner or owners of that security can come in and elect 
the controlling directors of our company unless we have 100 percent 
asset coverage. So that takes us back toa 1to 1 ratio. 

The question that we have not been able to determine is that in a 
later section in the act it calls the senior security a note or other evi- 
dences of indebtedness. We have not been able to determine just 
what “other evidences” are at this time. 

My company is composed of ten individuals. We have one com- 
mercial banker. The president is 50 years old, a man with wide ex- 
perience in financial matters. 

We have a tax specialist. We have a consulting engineer. We 
have a retail executive. We have a wholesale executive. We have 
e insurance-real estate executive and an attorney. I am on the 

ard. 

So with that bit of comment, gentlemen, I would like hurriedly to 
go over the statement. I do not want to keep you here too late, and 
you may have some questions that you would like to ask. 

Mr. Evins. Are you just now getting to your formal statement? If 
so, you can file that with the reporter—just file it with the reporter 
and it will appear as though you had given it at this point. 

Mr. Kay. Fine, sir. I can file this, but I would like to touch on 
the crux of our statement for the sake of brevity. 

Mr. Evins. You may do that. 
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(The prepared statement of Mr. Robert B. Kay is as follows:) 





PREPARED STATEMENT OF RosBert B. Kay, GENERAL COUNSEL, TRINITY SMALL 
BUSINESS INVESTMENT CO., GREENVILLE, §8.C. 






Mr. Chairman, members of the committee, passage of the Small Business In- 
vestment Act of 1958 has opened the door to a long-neglected area of financial 
problems. It can prove to be one of the most important steps in financing fur- 
ther expansion of not just the small business segment, but the entire American 
economy. 

Much has been written—heated words have been spoken—concerning the ad- 
ministration of this program to date. With very few exceptions, Small Busi- 
ness Administration has done an excellent job. They were charged with estab- 
lishing an organization and formulating a program completely foreign to their 
other activities. They are to be congratulated for the progress they have made. 
The Securities and Exchange Commission has taken several constructive steps 
to implement a workable program for those companies seeking public financing 
under the Act. I’m sure further coordination between these two agencies will 
result in eliminating certain unnecessary duplications. 

My purpose in appearing here today is to point out a void that exists in this 
program. During the many hearings held prior to passage of the Act, numerous 
references were made to “the gap that exists between the commercial banker 
and the investment banker in financing small business.” Little has been said 
about the equally important gap that exists between the fixed dollar investment 
and the equity-type investment facilities available to the small investor. The 
time allotted me does not permit a detailed discussion of these various pro- 
grams, but speaking in generalities, the gap exists in the area of fixed dollar 
savings in Government bonds, savings banks and savings and loan associations 
versus investments in open-end mutual funds and the New York Stock Exchange 
monthly investment plan. It is quite true that the investment community 
has done an excellent job of educating the small investor in using these mediums, 
but the fact remains that the number of such investors is still relatively insig- 
nificant when compared to the large number of holders of insurance annuities, 
savings bonds, savings and loan shares, etc. Hearings last year on the question 
of variable annuities substantiated the need for supplementing existing savings 
programs With an investment plan geared to our economy rather than an obsolete 
dollar. 

Small business investment companies, organized and regulated under the 
Small Business Investment Act of 1958 could well be the vehicle to fill this gap 
if some further action is taken to generate investments from the general public. 
The tax advantages offered under the act are negative, and designed to appeal 
to people in the high tax bracket. These wealthy and sophisticated investors, 
with few exceptions, do not need, and are not going to contend with the various 
regulations under which this program is now administered, just to receive these 
negative benefits. Naturally, SBA in drafting its regulations has been con- 
cerned mainly with the protection of the uninformed small business borrower, 
whose benefits under the program are numerous. Likewise, SEC is concerned 
with the protection of the uninformed investor—this is as it should be. However, 
nothing has been done to attract this investor to put his savings to work in this 
program. 

Small business investment companies * * * from the standpoint of the 
Service they are expected to render * * * have been given a place in the finan- 
cial community alongside to commercial banks and other regulated institutions. 
But, from the viewpoint of stability and safety to the investor, nothing has 
been done to sanction such a status. 

If this program is to be successful, consideration must be given to providing 
investors with some form of Federal indemnity against fraud, similar to that 
afforded shareholders of savings and loan associations and other supervised 
institutions. Also, there must be some medium of intermediate credit assistance 
such as that offered other financial institutions by the intermediate credit 
banks, Federal land banks, etc. 

This latter need has been partially recognized in the act and is evidenced 
by the favorable financial aid offered State development companies. It is in- 
teresting to note that while provisions of the act favor these State development 
companies those administering the program expect the greatest assistance to 
small business to come from the investment companies. An example of the 

difference in the aid SBA offers is as follows: 
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A State development company with capital and surplus of $300,000 who 
has borrowed $1,500,000 from other sources can also borrow $1,500,000 
from SBA. An investment company with private capital of $300,000 is 
only privileged to borrow $150,000 from SBA, regardless of any borrowings 
from other sources. Other minor inequities exist, but they do not warrant 
discussion here today. 

In conclusion, let me point out that unless the act is supplemented with some 
program to attract a considerably greater number of investors, and further 
provision is made for increased intermediate credit funds, then the investment 
companies which are expected to aid small business are faced with the very 
same problem which they were created to eliminate. That is, the cost of raising 
money and the effort involved will be prohibitive. 

Thank you. 

Mr. Kay. The crux of our statement is where is the money coming 
from to operate the program ? 

The act says that we want to induce equity capital, private funds 
into the program. Based on that we did not file for any Government 
money. We do not plan to file for any, unless we conceivably get into 
a locked condition. 

We have filed our proposal on the basis that we will participate 
with other small business investment companies, particularly, in the 
early stages of this program. 

I remember the Whitney Co. on their first investment, if I am not 
mistaken, lost $460,000. Theirs was a $10 million company initially. 

Our concern is this: We think the SBA has done an excellent job. 
We think this is an investment program and allied somewhat to the 
lending program. 

We think that there should be some inducement to get capital into 
the program. The inducements right now taxwise are negative, other 
than to the company on the basis of a dividend gain. We have a 
negative situation. You cannot sell stocks in the company on a loss 
sale basis. No man in industry wants to buy stock in this thing which 
can lose money and you can write it off. We need a positive ap- 
proach—to approach the people we feel should get into this program. 

We know that the savings and loan people are shareholders, they 
are not depositors. There should be some form of indemnity against 
fraud for these companies very similar to the savings and loan and 
savings banks. 

Our concern is getting money into the program. And that is the 
crux of my statement. 

Mr. Evins. It is a very fine statement. You have no complaint 
lodged with the SBA regarding their handling of your application, 
one of the first filed. Your company has not been chartered yet, but 
you have been given a letter of intent to proceed and go ahead ? 

Mr. Kay. The notice to proceed which they send you after the 
ee has been executed is without exception. Some of them do 

ave exceptions. 

Mr. Evins. The basis of your appeal is for an amendment to give 
some tax exemptions to people in this field ? 

Mr. Kay. To induce the people to be interested in getting into the 
program. 

Mr. Evins. And in each case it is the individual salesmanship and 
individual ingenuity and imagination and capability that will make 
this thing succeed in the long run. 

Mr. Kay. I think that we have to have a flow of capital into these 
companies. 
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Mr. Brown. Mr. Kay, this is a very fine statement, with some good 

suggestions, I am sure. 

ou made one statement earlier that I feel indicates that these 
hearings may be drifting off too much in that direction. You say 
this is an investment program, an equity program, not a loan program. 

Mr. Kay. That is the way we look at it; yes, sir. 

Mr. Brown. There is no question but what the equity feature in 
here is a very important part of it and plays an important role and is 
the means whereby an investment company can make money. But 
let us get back a little bit to the original intent of Congress. 

This is a long-term loan and equity financing program. 

Mr. Kay. That is right. 

Mr. Brown. The loan factor must be kept in this picture, if we 
follow the original intent; is that right? 

Mr. Kay. Yes; that is right. 

Mr. Brown. You make an excellent point that there has to be more 
private money channeled in that direction. You point out that a lot 
of investments today would not even begin to bring an investor the 
return that a 6-percent loan in a good small business would bring. 

Mr. Kay. That is right. 

Mr. Brown. Is that right ? 

Mr. Kay. Yes. 

Mr. Brown. Is there not some way we can do that even without the 
tax inducement ? 

Mr. Kay. I think the tax inducement, of course, would be the great- 
est thing, because I think every person, certainly in the Southeast, is 
vitally tax conscious, which, I think, is nationwide. Yes; I think, to 
answer your question in this fashion—I think if we set up an inter- 
mediate—call it an intermediate banking facility—it would help. We 
look on this as a capital bank, frankly, and we feel that there should 
be an intermediate system provided whereby we could certainly dis- 
count and become more liquid. 

Our company has had no argument to date with the convertible 
feature. We plan to buy convertible debentures. The person with 
whom we are dealing can call his debentures. However, within the 
90-day period we can exercise our right to purchase them. I do not 
find any limitation as to when we can convert. 

I think, frankly, we could convert within the first month, if we 
wished. 

I understand from the Whitney Co. they have found it, I believe, 
most profitable—I think I am correct in this statement—in convert- 
ing within 2 to 3 years. 

Mr. Brown. Now, Mr. Kay, are you saying that maybe we did not 
go far enough in this act, maybe we should have created the super- 
structure along with it to provide the secondary market for these 
long-term loans to keep the small business investment companies from 
getting locked in ? 

_ Mr. Kay. Yes; I think that, or either there should be a terriffic 
inducement to get private capital in. 

In my own city, for instance, we have three savings and loan com- 
panies. They are owned by the shareholders. They are not deposi- 
tors. One has $36 million. One has, I believe, 20 something million 
dollars. And the other, only 3 years old, has $4 to $6 million. The 
public has faith in them. 
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Mr. Brown. What rate of interest do they pay ? 
Mr. Kay. Three and one-half percent. 
We feel that Congress has enacted a statute here to put a financial 

institution in a community to supplement and, frankly, compete, 

perhaps with banks in obtaining funds, to supplement the financial 
system of the United States which we know there is a need for. 

We are not even licensed. I have had requests for $2 million within 
1 week, rather sound business. That gives you an idea. There is no 
question about the need. 

The question in our mind is that the company must be big to survive 
and it must have a flow of capital. 

Mr. Brown. And there must be a secondary market. 

Mr. Kay. There is no question about it, in our minds. 

Mr. Brown. Is it not true that a lot of the investment habits in this 
country are the result of facility, whatever is easy to do? 

Mr. Kay. That is correct. 

Mr. Brown. If there are established channels for doing it, the 
money might flow into those established channels ? 

Mr. Kay. That is exactly right. We think these companies should 
have the same stature in the community with the savings and loans 
and the commercial and savings banks. 

Mr. Brown. If we established a superstructure, a secondary market, 
maybe that could be done just by authorizing it—just creating the 
means by which the charter could be granted. Do you think that 
might be a possibility / 

Mr. Kay. I do not think that is the solution. I think that the per- 
sonnel of these investment companies should be highly examined and 
checked out. I think the moral character of the people operating one 
of the companies is vitally, vitally important. 

Mr. Brown. I think that istrue. But to include that in the author- 
izing legislation for the charter? The reason I make that point, Mr. 
Chairman, and I will make this brief, is that for years we went along 
here and did not have any small business investment companies in this 
country. We passed a law saying that the Government will put a 
little money in one of them. Well, here you and your fellow investors 
are not even asking for any Government money because we established 
the procedure, we made a fad of it, we got public interest focused on it. 

Mr. Kay. Yes. 

Mr. Brown. You and several others have established a small busi- 
ness investment company. Is that right? 

Mr. Kay. Let me go one step further. Conceivably, if we get 
locked in, I think we will apply for Federal funds, that is, apply for 
the loans. 

Mr. Brown. But on the other hand, you may not? 

Mr. Kay. That is right. 

Mr. Brown. If we establish the same type of procedure—— 

Mr. Evrns. Have it interlocked. 

Mr. Brown. That is right—to go up to the superstructure, do you 
think that might be worth exploring ? 

Mr. Kay. I do not think that there is any question about it. It 
would be worth exploring. 
Mr. Brown. Thank you. 
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Mr. Roosevett. I am interested in your testimony on page 3, your 
discussion as to the secondary market, that we need here and you go 
into the question of additional consideration must be given to pro- 
viding investors with some form of Federal indemnity against fraud, 
similar to that afforded shareholders of savings and loan associa- 
tions and other supervised institutions. 

Have you other lists of things that you can submit to us that you 
think should be included in this? 

Mr. Kay. Yes, sir. I do not have it prepared. That is one of 
the prominent things. I did this very hurriedly. 

Mr. Roosevetr. I think it would be helpful if you could give us a 
list. 

Mr. Kay. I will be delighted to. 

(The information is as follows :) 


There should be established some form of intermediate discount facilities 
which would enable a small business investment company to obtain liquidity. 
This would encourage the small business investment companies to engage more 
in the lending field than is currently contemplated by the companies with which 
I have talked throughout the east and southeast. 

Some type or form of guarantee as to protection of the investor would be 
of value to induce persons into the program. The fact that the securities of the 
small business investment companies have been registered with the Securities 
and Exchange Commission will lend strength of inducement. However, we 
feel there must be other factors. The guarantee would build confidence with 
the public therefore assisting in the purpose of the act which is to establish 
a program to stimulate and supplement the flow of private equity capital into 
the program for small business concerns. 


Deferred participation with the Small Business Administration in connection 
with loans would be a material factor where lending practices are carried out 
by the small business investment companies. Participation is currently per- 
mitted between SBA and the commercial banks. 

Mr. Roosevetr. Then you dwell on title V of the act that deals 
with loans to State and local development companies. 

I am not sure in my own mind I ever knew exactly why we favored 
the State investment companies as against the investment company 
proper. I do not know of the philosophy behind it. Maybe some- 
body else can tell me. 

Mr. Kay. 1 think one factor, for instance, in our State we have 
two very successful local development companies. They were origi- 
nally agricultural areas. I say this with my tongue in my cheek, our 
cotton has moved to California, so they have now converted into 
industry and they have been able to muster up enough money in the 
community to set up a local development company primarily in- 
terested in creating, for instance, manufacturing of women’s garments 
and men’s shirts and things of that nature. 

If they can get up enough money to get the land and then apply 
to Small Business Administration, a local development company of 
that nature can only assist an identifiable small business. If I am 
wrong, the Small Business Administrator will correct me on that. 
But they can assist more than one identifiable small business. 

Mr. Brown. Would you yield right at that point? 

Mr. Roosevett. Yes. 

Mr. Brown. In that very instance the SBA revolving fund is 
being used as a secondary market, a superstructure. 

Mr. Kay. I frankly believe that it is being very, very well used 
for the economy. 
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Mr. Brown. How about using it all the way as a superstructure for 
these. 

Mr. Kay. I believe that would allow us to borrow 50 percent of our 
capital and surplus easily. 

r. Brown. That is right. 

Mr. Kay. They will match a State development company—if it 
borrows $100,000, SBA will match it. 

Mr. Brown. How about using the whole $1 billion. 

Mr. Kay. To help the small business investment company ? 

Mr. Brown. As a secondary market, and get the SBA out of this 
business of direct loans to these firms. 

Mr. Kay. You have asked me a question that I might plead the 

uestion, but I would say this, in fairness, frankly, to SBA, I believe 
they are currently doing a terrific job in their loan field. 

Mr. Brown. I think so, too. 

Mr. Kay. As to that, it may take an educational program with small 
communities. They might not want to invest in their investment 
company in Greenville, for instance, if it is 100 miles away. 

r. Brown. We are talking about doing it gradually. I am not 
talking about doing this overnight. 

Mr. Kay. I understand. 

Mr. Brown. Certainly they have done a wonderful job in the loan 
field, as far as they have gone. But gradually turn that into the 
—_ as the secondary market. What would you think of 
that ¢ 

Mr. Kay. I think it would be feasible, but I do not believe it could be 
done overnight. 

Mr. Brown. I do not believe so, either. 

Mr. Kay. No. 

Mr. Roosevett. I notice that title V will expire on June 30,1961. In 
your opinion would it be a helpful thing to make it a permanent 
program—to make a permanent setup, to take out that limitation, to 
give it greater stability ? 

Mr. Kay. To give greater length totitle V ? 

Mr. Roosevett. Yes. 

Mr. Kay. If the small business investment companies are successful 
in raising the necessary capital and can get the public confidence, I do 
not believe title V would have to be extended. That is my personal 
opinion. I think that is correct. That is not an official opinion. 

Mr. Roosevet. If there is an investment company—— 

Mr. Kay. I do not think you would need title V. 

Mr. Roosrvetr. I would be very much interested if you would also 
examine the legislation on taxes which has been submitted and perhaps 

ive us your opinion on those, the points that you perhaps do not 
eel they cover. 

Mr. Kay. I will be delighted to do that. 

(The information follows :) 

Mr. Kay. I think H.R. 10 should be amended to provide that investments in 


small business investment companies should be given some annual writeoff with 
the limitations of this proposed act being adhered to by the investor. 
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SMALL BUSINESS INVESTMENT Act oF 1958—PROPOSED AMENDMENTS TO INTERNAL 
REVENUE CODE or 1954 







PERSONAL HOLDING COMPANY SURTAX 






Problem 


Section 541 of the 1954 Internal Revenue Code imposes a surtax of 75 percent 
on the first $2,000 of undistributed personal holding company income, and 85 
percent on the undistributed personal holding company income in excess of $2,000. 

It is clear that as the law now stands, companies organized under the Small 
Business Investment Act of 1958 will be subject to the personal holding company 
surtax unless the stock in these companies can be distributed so widely as to 
escape the test imposing the surtax where more than 50 percent of the stock 
is held by or for five or fewer individuals. Small business investment companies 
are authorized to have only four types of income, namely, dividends, interest, 
gains from the sale of securities, and fees for managerial and counseling services. 
The first three categories are clearly personal holding company income and the 
fees could be, so that except in unusual circumstances, every SBIC will meet 
the 80 percent test under section 541. 

The act was intended to encourage the investment of risk capital, and normally 
this type of investment is most appealing to high-bracket income taxpayers. 
But this type of individual is particularly wary of any arrangement that could 
subject him to the personal holding company surtax. High-bracket taxpayers 
most interested in the new program want control of their company and the 
opportunity to direct its affairs. These objectives cannot be attained without 
running the risk of the personal holding company surtax. 

Under section 542(c), banks and certain finance companies are specifically 
excluded from the category of “personal holding company.” Bearing in mind 
the purposes of the Small Business Investment Act of 1958, and the nature of 
the operations of the companies to be formed under the act, it is submitted 
that the new companies should be entitled to the same treatment as banks and 
lending institutions under section 542(c) of the code. 


Proposed solution 
Amend section 542(c) of the 1954 code to add the following at the end thereof: 
“(11) Small business investment companies organized and licensed by the 
a Business Administration under the Small Business Investment Act 
oO ure 
































LONG-TERM LOANS 
Problem 


Those investors who have expressed interest in the Small Business Investment 
Act of 1958 have made it clear that they are attracted by the tax provisions of 
the Technical Amendment Act of 1958 relating to companies organized under the 
Small Business Investment Act of 1958. All of those tax benefits are related to 
the stock acquired by the small business investment companies through con- 
version of convertible debentures. Only a corporaticn may issue convertible 
debentures, and the final SBA regulations under the act specifically prohibit a 
small business investment company from acquiring an equity interest in an un- 
incorporated business. 

Under these circumstances it is clear that there is a built-in bias in favor of 
corporations seeking funds from the new small business investment companies. 
There are some 4.3 million small businesses in this country, but only 600,000 
active corporations, both large and small. Thus, it must be assumed that at 
least 85 percent of the small businesses in this country are unincorporated. 
Query: With SBA holding small business investment companies to legal interest 
rates on straight loans, what inducement is there for a small business invest- 
ment company to make a long-term loan to a company which presumably is more 
risky than normal? 

Except for the pro bono publico type of company, it is clear that the vast 
majority of small business investment companies are going to be concentrating 
their investments in convertible debentures of small corporations. Such in- 
vestments will give the small business investment company tax-free dividends 
on conversion into stock and ordinary losses, should they be incurred by the 
small business investment company on stock acquired through conversion. 

The amendment of section 2438 of the 1954 code granting small business invest- 
ment companies a 100 percent dividends-received deduction actually gives them 
a 15-point advantage over conventional corporations which already receive an 
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85 percent dividends-received deduction. It is submitted that in order to counter- 
balance this built-in bias in favor of corporate borrowers, some provision be made 
for a tax deduction on a portion of the interest received by a small business in- 
vestment company on long-term loans. For example, 15 percent of the interest 
received by a small business investment company on long-term loans could be 
tax exempt, thus counterbalancing the 15-point advantage which will be enjoyed 
by small business investment companies on dividends received on stock acquired 
through the conversion of convertible debentures. It would be reasonable to 
expect that such an advantage would encourage small business investment com- 
panies to make long-term loans to the more than 85 percent of small businesses 
which are unincorporated. 

Proposed solution 


Add a new section 249 to subtitle A, chapter 1B, part VIII, Internal Revenue 
Code of 1954, to read as follows: 

“Section 249. Deduction for a portion of interest received by small business 
investment companies. 

“(a) Amount of Deduction.—In the case of a small business investment com- 
pany operating under the Small Business Investment Act of 1958, there shall be 
allowed as a deduction an amount equal to 15 percent of the interest received 
on long-term loans made pursuant to Section 305 of the Small Business Invest- 
ment Act of 1958.” 

ACCUMULATED EARNINGS TAX 
Problem 

Many potential investors in small business investment companies have been 
concerned about the possible imposition of the accumulated earnings tax under 
section 531 of the 1954 Internal Revenue Code. 

It is submitted that this tax should not apply to small business investment 
companies so long as their accumulated earnings are reinvested in long-term 
loans or equity investments as provided under the Small Business Investment 
Act of 1958. Efforts to obtain assurances from the Internal Revenue Service 
that section 531 will not apply where earnings are reinvested have been un- 
availing to date. 

While this problem should not be acute for small business investment com- 
panies, at least during the early years of their operations, potential investors 
want to know now whether the companies will ever be subject to the section 
531 tax, and it is submitted that they are entitled to know. In light of the re- 
luctance of the Internal Revenue Service to commit itself on this question, it 
appears that legislation is in order. 

Proposed solution 

Amend section 532(b) of the 1954 Internal Revenue Code by adding at the 
end thereof the following new subsection: 

“(4) A small business investment company organized and licensed by the 
Small Business Administration under the Small Business Investment Act of 
1958, provided 90 percent of its accumulated earnings and profits are invested 


as authorized by said Act.” 

Mr. Moore. I want to ask a question, too, since you are here before 
us as one of these going organizations, in some respects you differ from 
the ordinary applicant, in that you intend initially not to seek funds 
from the SBA. When did you first file your application ? 

Mr. Kay. With the SBA? 

Mr. Moore. Yes. 

Mr. Kay. December 29. 

Mr. Moore. December 29? 

Mr. Kay. The regulations became effective, I believe, on Decem- 
ber 4. 

Mr. Moorr. Have you experienced any unnecessary delay or any 
particular problems in processing that application which could be di- 
rectly attributable in any way to management or the administration 
of this program as it is now underway in the SBA? 

Mr. Kay. No, sir. I do not think I could say really that we expe- 
rienced any unusual delay. Of course, they got the program going in 
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December. They had applications in there. I think they handled 
them very fairly. They told us they were doing so as they came in. 
‘They had to check on our personnel in South Carolina. 

We got our proposal in on December 29. And in March, I believe 
it was the 18th, a letter was mailed to us, the notice of procedure, 
which was roughly 214 months. I do not believe that is too bad. 

Mr. Moore. In the interim were you required or asked by the SBA 
to furnish any additional information supplementing your applica- 
tion 4 

Mr. Kay. Yes, sir. But actually we had very little. We did; yes. 

Mr. Moore. But you did—you had very little you say to add to it? 

Mr. Kay. That is right. We filed the proposal and it was cut down 
more than added to. 

Mr. Moore. Then in your judgment you, as an applicant under 
this newly created act of Congress, experienced in your opinion no un- 
necessary delay in the application and after which your notice of 
intentions received ? 

Mr. Kay. I do not think so. In my opinion, the proposal is very, 
very detailed and very long, quite hard to check out, [ would think. 

Mr. Roosrverr. Will you yield there ¢ 

Mr. Moore. In just a minute. You used the term “moral char- 
acter” of the people who are involved in these corporations. And I 
assume, considering the lapse of time, that you feel that it must be 
because they must go into that feature of the application / 

Mr. Kay. Yes; they do. 

Mr. Moore. Just as thoroughly as it would be under banking prac- 
tices of the State / 

Mr. Kay. Yes, sir; they certainly do. 

Mr. Moore. I will yield. 

Mr. Rooseveir. After all, the witness is still about to get into this. 
I do not know how he could answer anything else when he is still 
hoping to get his license. 

Mr. Moore. May I make this one observation ? 

Mr. Roosrverr. I do hope that we will hear from people who have 
not gotten their license, or have given up for some reason or another, 
because they might have a different point of view than someone who 
has successfully gone through it. I do not mean to imply any criti- 
cism, because I think it may well be that we will find that people 
who have not gone through with it, for very good and sound and 
sufficient reasons, why they have not. 

To be objective we should not take those who have been successful 
or who are about to be successful. 

Mr. Moore. Let. me add this further. 

Mr. Evins. We have the testimony of Mr. Graham who has not 
received his. 

Mr. Moorr. We have had others here who have given testimony 
and I assume we will have others. In the light of my questions to 
Mr. Kay, here he denominated himself as a country lawyer and I felt 
that if a country lawyer had been successful in solving this maze of 
regulations that, perhaps, we were getting the type of answers and 
the type of testimony that we v ranted. 

Mr. Kay. IT might add, I have had letters from W ashington at- 
torneys and Savannah, and other cities, in connection with our filing. 
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We did not release it. They released it on April 22. We have given 
out absolutely no publicity for fear of transgressing the SEC on the 
basis that we might be soliciting. I think that is wise, frankly. 

Mr. Moore. That is all. 

Mr. Evins. Mr. Avery ? 

Mr. Avery. No, thank you, Mr. Chairman. 

Mr. Evins. To what do you attribute the almost 10 months’ delay 
in your not getting your license? They have announced seven have 
been granted and you are not asking for any financial assistance from 
the Government, and 10 months later yours has not been approved. 

Mr. Kay. My answer is this, the regulations came out December 4. 
We have been following the program closely. We filed on December 
29. We heard from the SBA on March 18. I received a letter on 
the 19th. Then I had to file with the Securities and Exchange Com- 
mission. Of course, they told me yesterday they are running behind. 
They wired and asked me for a delay on the assignment, and on the 
prospectus. 

Mr. Moore. That isthe SEC? 

Mr. Kay. So we are at the SEC now. 

One thing I may have to ask the SBA for is an extension in the 
event the SEC does not clear me early enough there. 

Mr. Barnes. You will get it. 

Mr. Evins. Off the record. 

(Discussion off the record. ) 

Mr. Kay. There is one other thing that I might add. This is my 
first registration with the Securities and Exchange Commission. 
Frankly, I have gotten good treatment there. 

Mr. Evins. We are going to let our counsel ask you a question. 

Mr. Kay. All right. 

Mr. Mircuett. Mr. Kay, in your proposal to the Small Business 
Administration I believe it is necessary to set out your full capitaliza- 
tion program, is it not ? 

Mr. Kay. That is right. 

Mr. Mrrcuety. Also, to set up the names of your organizers ? 

Mr. Kay. That is right. 

Mr. Mircnetz. And stockholders? 

Mr. Kay. That is right. 

Mr. Mircuett. I believe you also said “our detailed proposal for 
raising the funds”? 

Mr. Kay. That is right. 

Mr. Mrrcuett. In other words, you set out in your proposal the de- 
tails which, of course, they must inspect; that is, the full plan of 
operation of the organization. It means that? 

Mr. Kay. That is right, sir. 

Mr. Mrrcne tt. I believe, too, that under the regulations it is pro- 
vided that after you start operating you must file semiannual reports 
to your stockholders and the SBA ? 

Mr. Kay. That would be under the 1940 act, I believe, sir. It is 
my understanding that the SBA examines you twice a year, also. 

Mr. Mircnety. Yes; that is what I am talking about. 

Mr. Kay. That is right. 

Mr. Mrrcueti. And an additional interim report that is required 
of your financial condition twice a year to the SBA ? 
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Mr. Kay. That is right. 
Mr. Mircueti. And I believe the regulations also provide that you 
are subject to examination at will by the SBA ? 

Mr. Kay. At our expense. 

Mr. Mircueti. At your expense? 

Mr. Kay. Yes. 

Mr. Mrrcuetu. Any time that they deem necessary ? 

Mr. Kay. That is right, sir. 

Mr. Mrrcuetu. In other words, you are uder actual day-to-day 
surveillance, almost, by the Small Business Administration 4 

Mr. Kay. That is exactly right. 

Mr. Mircue.y. I am going to ask you a question that may not be 
proper, either, on the basis of your appearing before the SEC, but 
I would like to ask it. Do you think with this constant, complete 
surveillance by the SBA, which may be proper, that the other filings 
with other Government regulatory agencies should be required ? 

Mr. Kay. I think perhaps the filing, under the 1940 act, should not 
be required, but under the 1933, in order to protect investors who may 
be investing in our company. I think the SBA should examine us 
to protect the small business concerns, so that he is not taken advan- 
tage of. 

I think the 1933 act should definitely be, if you have a public 
offering. I am satisfied in my own mind that the majority of the 
companies will have pubiic offerings in 18 months. ‘That is why we 
went to the SEC first. 

Mr. Moore. Just simply for my education, do you find any great 
difficult, or do you envision any great difficulty in this program 
functioning under the present setup, whereby the money is made 
available by the SBA at 5 percent? Do you think that percentage 
that is being charged there is in itself a handicap to this program ? 

Mr. Kay. Well, now, speaking personally, and then I will speak 
for the company, on the investment side I do not think it is a serious 
handicap. However, there are directors in my company who feel the 
interest rate is too high. 

Mr. Moore. Thank you. 

Mr. Evins. Thank you, Mr. Kay. We appreciate very much your 
testimony. 

Mr. Kay. Thank you. 

Mr. Evins. You have been most helpful. 

We have Mr. Barnes and Mr. Read present. I understand that 
Mr. Barnes may not be able to be with us tomorrow. We are not 
going to go along too long. If you would come to the table, I think 
that our counsel has some questions to ask of you, on some infor- 

mation that he would like for you to provide for us. 


TESTIMONY OF WENDELL B. BARNES, ADMINISTRATOR; ACCOM- 

PANIED BY PHILIP McCALLUM, GENERAL COUNSEL; AND DUN- 
CAN H. READ, DEPUTY ADMINISTRATOR, SMALL BUSINESS 
ADMINISTRATION—Resumed 


















































Mr. Barnes. I think it has been a very helpful hearing. I am sure 
that the members of the committee have benefited as much as I have. 
I have enjoyed listening to some of these very able and capable men. 
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I think you realize, as I do, that some good people have gotten into 
this program so far, and I think the committee now realizes that this 
is a complex field and that there are varying types of problems with 
different companies. You realize better now what I meant when | 
said that we were going slowly, but we are trying to get good com- 
panies to start with, and that I felt that progress was being made. 

Mr. Evins. Since we are all interested in the end objective of aiding 
small business, we felt you might find these hearings helpful, too. 

Mr. Mrrcneti. Mr. Barnes, could you supply the committee with 
the name of each proponent of the 67 proponents, the dates they filed 
their proposals, and the disposal that has been made of them! You 
probably will not have that right now. 

Mr. Barnes. Yes; we have that information. 

May I tell the committee what actual disposition has been made of 
them ? 

We have not declined any proposal as yet. We told one company 
that their proposal was not in acceptable form and we could not 
accept it. 

There were a number of changes that they had to make; we did per- 
mit them to refile. 

So far we have been working with each company to try to shape 
their charters so that it could result in acceptable proposals; so that 
it would be wrong to say that there has been an absolute decline. We 
did have one, but they were permitted to refile. 

Mr. Evrns. The record shows, to date, there has been no firm, final 
denials 

Mr. Barnes. That is right. 

Mr. Evrns (continuing). Of any applications ? 

Mr. Barnes. We have not published the names of any applicants, 
unless they published it themselves, until the license actually was 
issued. This is for the reason we do have the area limitation in the 
act, and we feel that a company that first comes should be first served. 

There may be a future time when it becomes desirable to make 
known the application as soon as it is filed. We have not done that 
yet. 

Is it the names that you wish? 

Mr. Mrrcnety. The names. 

Mr. Barnes. And the disposition of each case? 

Mr. Mircne.i. And the date applied for, and the disposition of 
the case. 

Mr. Reap. I have a list here which is made up and is part of some 
charts which I will show you. This is as of April 25, listing 64 
companies as of that date. Three proposals have come in since then. 

As of that date, all of the proposals were back in the laps of the 
proponents for action by them, with the exception of two on which 
our staff had made a preliminary review on the 24th of April and on 
the 6th of April, and the seven most recent applications which had 
not yet been processed and were ready for the Ist of June. 

That is a total of 64 proposals which we had received on the 25th 
of April. 

Mr. Barnes. Mr. Chairman, I submit this for the examination of 
the committee but not for the record. 
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Mr. Evins. It may be received for the consideration of the sub- 
committee. We will want to take it under advisement and consult 
about the names, as to whether they will be printed in the record. 

Mr. Mircuety. I think perhaps we would like the names of the last 
threealso. Will yousupply those? 

Mr. Reap. Later on, if I may. 

Mr. Evins. They may be supplied. 

(The information was supplied to and examined by the subeommit- 
tee and was placed in the committee’s files. The information dis- 
closes that 67 proposals have been received to date, and 34 companies 
were given notices to proceed, and 6 licenses were granted—2 licenses 
being granted prior to the time hearings were announced and 4 more 
licenses since the hearings were announced. An up-to-date list of 
the companies licensed will be found on p. 245 of the appendix includ- 
ing an additional eight companies which have been licensed since the 
hearings.) 

Mr. Mircuetui. Do we understand, sir, there has been only one 
rejection ? 

Mr. Barnes. None. 

Mr. MircHety. No rejection ? 

Mr. Barnes. There was a rejection which actually was later amended 
to permit them to refile. 

Mr. Mrircuety. Then there is no one we could hear from who has 
been rejected ? 

Mr. Barnes. Thatisright,sir. Iam sorry. 

Mr. Mircue tt. Let us drift into the direct loan situation under the 
regular assistance program, because there is certain information that 
the committee would w ant, that you might be able to supply to the 
committee, before we get back into the Investment. Division. 

It was mentioned yesterday, I believe, sir, some question concerning 
the loans that have been sold by Small Business. 

Mr. Barnes. Yes; we agreed to furnish the figures. 

Mr. Mrrcneu. Is it our understanding that you have sold some 
direct loans ? 

Mr. Barnes. Yes. 

I do not know whether we have sold any during the past fiscal year 
or 6 months. We have offered them for sale at regular intervals 
during the past 3 or 4 years. But, as I said yesterday, the amount 
of activity has not been very large. 

Mr. Mircuett. Is it not a practice that you review your loans, 
say about every 6 months, in order to pick up the better loans and 
report them to lending institutions, to see if they want to take them 
over ¢ 

Mr. Barnes. No; that is not exactly the way we do it. 

Mr. Mrrcuett. Will youexplain, sir? 

Mr. Barnes. When the loans have seasoned, as the description 

e been on the books for a period, until they have 
swhad that they are a sound loan and that repayments will be made 
according to original terms of the loan, then we make known to the 
banks and the local areas that this loan is available. Then they 
review the loan, if they wish. 

They come to our office and will be shown a list of the loans, just 
the general loans. If they are sold, they are sold only on the original 
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terms. Of course, if they are sold, the funds received go to replenish 
the revolving fund. 

It has been our feeling that this is a desirable practice for two rea- 
sons. Thus, you do not need as many Government funds, and that 
you establish a line of credit for this borrower with a bank, that he 
can use in the future. 

Particularly in the case of direct loans, the borrower does not have 
a line of credit sufficient to meet his needs, or he would have either 
a bank loan or a participating loan. 

So that you have, if we are able to sell the loan, established a line 
of credit for him. It is one that he may use in the future, and con- 
tinue to use. 

Mr. Mrreneiy. Mr. Barnes, when you speak of the word “sold,” 
do you charge the bank any fee or unearned interest, or do you just 
turn it over to them for the face value, plus the earned interest ? 

Mr. Barnes. We turn it over to them at the amount and on the 
terms that are in the loan at the time of the sale of the loan. 

Mr. Mircuetu. In other words, the SBA loses the unearned 514 
percent interest that they would get if they kept the loan ? 

Mr. Barnes. Yes. 

Mr. Mircuetyi. And it is a loan that the bank would not take to 
start with; is that not true? 

Mr. Barnes. It may not have been that bank. 

Mr. Mircnety. Some other bank ? 

Mr. Barnes. That was originally interviewed by the borrower. 
The borrower interviews his bank of account and uses some other bank 
> - community, and it may be a third bank that actually takes 
the loan. 

Mr. Mircue tt. It is also a loan, is it not, sir, that the Small Busi- 
ness Administration has worked and serviced completely, and except 
in the case of participation loans, the bank itself has had nothing to 
do with working up the loan ? 

Mr. Barnes. That is right. 

Mr. Mircuety. In serving it or any other work on it? 

Mr. Barnes. That is right; yes, sir. You may view it that we have 
lost the work that we put in on it. On the other hand, all we expect 
to get out of it in the future is the interest that may fall due on the 
returns of the loan. We still have the expense of servicing it. This 
borrower is in good shape. If we can get the funds back out of this 
loan there may be reloans to some other small business, perhaps, in the 
same community. 

Mr. Mitrcuety. Looking at it strictly from a business standpoint, 
the money coming in and going out, would it not be better to get ad- 
ditional money from the Treasury at 3% percent, or whatever rate 
might currently prevail, and keep these loans outstanding and draw 
5.5 percent on them, instead of turning them over to a bank that has 
had no part in serving them ? 

Mr. Barnes. I do not think that this is a business proposition. I 
do not believe that is our mission. In other words, to primarily earn 
money on these funds. We are providing a service, even when we 
write the loans and by making further demands on the Treasury does 
not improve the situation. 
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If you can obtain the same financing on the same terms from private 
sources. And, therefore, I have felt that it was justifiable. 

Unfortunately, I have not been able to sell any loans in any great 
quantities. 

Mr. Mircueti. That is the best quality loan—that which they buy, 
is it not ? 

Mr. Barnes. Not necesarily. It may be a particular customer that 
they now see has possibilities that 2 years or 3 years ago, when the 
loan was originally set up, they were not interested in, or they did not 
see the possibility. 

Mr. Mircue t. Is it, in summary effect, subsidizing the bank? 

Mr. Barnes. I do not think so. I think it is providing a line of 
credit for the small business that he would not have if he continued to 
pay off the Government loan. You see, when a loan is 3 or 4 years old, 
with 3 or 4 years to run, if the borrower continues and pays off the 
loan to the Government he does not necessarily improve -his credit 
standing. He does not acquire credit by so doing. He still has to 
establish it. And the availability of the line of credit upon the local 
bank is an asset to anyone in any business. The best thing we can 
do for a borrower on direct loans is to see that he is financed during 
the risk period when he could not get financing and let him prove 
himself, and then establish a line of credit with a bank that will con- 
tinue to give him financing. ‘To me this is not subsidizing the bank. 
This is showing the bank, “perh: ups, that this is now a safe credit and 
a desirable one from its point of view. 

Mr. Mrrcuetn. Would you, sir, submit to the subcommittee in writ- 
ing, Whenever you can, the loans and the names of the lending insti- 
tutions to whom you have turned them over? 

Mr. Barnes. Yes, sir. 

Mr. Evins. They will be received into the record. 

(The information referred to is as follows:) 


LOANS SOLD OR OTHERWISE DISPOSED OF TO PRIVATE INSTITUTIONS 


In line with its policy of assisting the small business owner to establish and 
maintain a normal bank-customer relationship, the Small Business Administra- 
tion offers for sale its seasoned loans. In all cases the borrower's bank of de- 
posit is given the first opportunity to purchase the loan. Including deferred 
participation loans where the bank has taken over the entire loan and thus 
relieved the agency of its liability, through December 31, 1958, there had been 
151 loans sold to or refinanced by banks. The amount disbursed on these loans 
was $8 million and the unpaid principal balance at the time of disposition was 
$5 million. 

(Note.—It would be extremely difficult and time consuming to obtain the 
names of the institutions to whom loans have been sold.) 


Mr. Mrrcuett. I believe it was your recommendation in your state- 
ment that this portion of the act should be eliminated in which it is 
required that the small business concern purchase from the small busi- 
ness investment company stock in the value of 2 to 5 percent of the 
amount of money borrowed, and it has also been noted in your regu- 
lations that the Small Business Administration has adopted the 
regulation whereby this stock can be repurchased by the investment 
company on a 30- day repurchase option ? 

Mr. Barnes. Yes, sir. 


41487—59—pt. 1 
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Mr. Mrrenety. With that regulation in effect, do you not think that 
the act is already taken care of in this respect, without amending it‘ 

Mr. Barnes. No, I do not. In fact, I am not sure that there is 
even agreement in this committee as to whether this construction that 
was placed on the act is a correct one. I will take the responsibility 
for this regulation myself. As I construe it this statute, and after we 
studied it very carefully it was our feeling that the basic principle 
behind the whole thing was primarily to see that over longer periods 
of time the Government financing involved was in effect restored or 
made unnecessary to the company by the fact that the stock was spread 
on a broader base and the Government financing was, in effect, re- 
placed by the funds obtained through the sale of stock in this manner. 
I, personally, could not see in the case of a company that had no Gov- 
ernment financing the reason for the statutory requirement to be main- 
tained. And yet it was one that should be observed on the books. 
And so until I could come before this committee and give you my spe- 
cific recommendation I suggested, and we have adopted the regulation 
that there would, in effect, be a 30-day period during which the trans- 
action had to take place, but after this it could be a repurchase of the 
stock by the company. This does not apply in the other type com- 
panies. 

My recommendation, of course, does not apply in companies that 
have received Government financing. My recommendation was con- 
siderably broader. I would say that we were giving consideration to 
a change that would eliminate the requirement entirely, whether or 
not the company had Government financing or not, because I was 
aware of the feeling that Mr. Ruvelson so clearly expressed on the part 
of the borrowers. And I am equally aware, in all fairness, if a group 
invests their own personal funds in an enterprise such as one of these 
companies and seeks to do what is essentially a risky type of financing, 
they are going to take ful] responsibility, that they, also, feel they 
are entitled to whatever profits are made and they are very resent- 
ful—and there is some justification for it, for feeling resentful—that 
they are required to dilute their equity which we, in effect, are fore- 
ing them to do. 

And even the companies that have Government financing, almost 
everyone of them, as you can see yourself, have ultimate plans for 
larger financing. And they would like to maintain as large an equi- 
table interest themselves as they can. This requirement is to con- 
tinually dilute their ownership. 

Mr. Mircueti. You mentioned that you think one of the purposes of 
this is in order to help the SBA recapture its money. I might add, too, 
that the repurchase option only pertains when the investment company 
does not owe SBA. Do you not think, too, that there might be another 
reason, such as the matter of diversification and possibly wanting these 
companies owned as much as possible on a broader base, and by small 
businessmen themselves ? ’ 

Mr. Barnes. There is no place in the committee report or the dis- 
cussion where this appears. We made an examination. 

Second, with all due respect to Congress, if this is their desire, that 
is not the way to accomplish it by a direct sale of stock to people to 
invest in. There isa market for the stock. These men have each testi- 
fied that there is. And the way to do that, it seems to me, in all fair- 
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ness, is to let those who wish to invest voluntarily, if they cannot 
invest in one particular company, they can start their own company. 

Mr. Mircuetyi. You say that there is nothing that you note to in- 
dicate that this is the possible intent. I want to refer you to section 
301(a) of the Investment Act where it is stated that the small business 
invesment companies can be chartered by no less than 10 persons. 
Would that not indicate to you, sir, there is an intention for a broad 
base ? 

Mr. Barnes. No, sir, it does not. That particular provision relates 
only to those charters, those companies that are chartered under the 
Federal law. In all other cases, and in every company that has so 
far been chartered the number of the incorporators is left up to the 
State laws. And in some cases there may be as low as three incorpo- 
rators. Placing a particular number on the incorporators in any 
event would not, to me as a lawyer, mean that there was an indication 
of a broad base of ownership, because we all know you can establish 
incorporators and wipe them out at the first board meeting. 

Furthermore, as I understand it, even the requirements of 10 in- 
corporators does not require that the 10 incorporators each be stock- 
holders. 

Mr. Roosrvett. May I just ask you this, where do you find the pro- 
vision that says that this section 301(a) is applicable only to the 
Federal incorporated 

Mr. Evins. There is a provision in it. 

Mr. Roosevett. No, no. 

Mr. Evins. The State law pertains to it. 

Mr. Roosevett. No, no, sir. 

Mr. Barnes. It is not in the act. It is in the report of the Banking 
and Currency Committee of the House, in connection with this bill 
when it was reported. It has following since then, that State char- 
tered investment companies would not be compelled to meet the organ- 
izational requirements which are imposed with respect to federally 
chartered companies, under both the Senate bill and House amend- 
ments, and which are, also, applicable to State chartered companies 
under the same bill. 

Mr. Mrrcneti. What is that statement from, sir? 

Mr. Barnes. The Banking and Currency report in connection with 
this bill, the conference report. 

Mr. Evins. I think it might be well to have in connection with Mr. 
Barnes’ statement and the provisions of the statute, to have it quoted 
in the record. That will give the information to all concerned. 

(The section is as follows :) 

Sec. 30. (a) Small business investment companies may be formed for the 
purpose of operating under this Act by any number of persons, not less than 
ten, who shall subscribe to the articles of incorporation of any such company: 
Provided, That no such company shall be chartered by the Administration under 
this section in any State unless the Administration determines that investment 
companies cannot be chartered under the laws of such State and operate in 


accordance with the purpose of this Act: Provided further, That no such com- 


pany shall be chartered by the Administration under this section after June 30, 
1961. 


Mr. Mrrcnetu. I understood, perhaps, there was some legal ruling 
or something to that effect, and I would like to know what it was. 
The main purpose of my question is concerning the reason for the 
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requested investment by small business concerns in the investment 
company and the overall intent of Congress. aes 

To carry this a step further, in section 301(e), it is pointed out 
there should be nine directors. Does not that indicate an intent for 
a certain diversification of control and execution ? 

Mr. Barnes. No. And I may be corrected by my attorneys in this 
answer, but section 301, the entire section, as I interpret it, applies 
only to federally chartered companies. It has no application to a 
company chartered under State laws. It means that this other pro- 
vision, that it may be incorporated under the State law and under 
the requirements of the State law as to the number of incorporators. 
However, we have insisted that generally the powers set forth in this 
paragraph be picked up and included; at least, that the company be 
able to exercise all of the powers set forth in this paragraph and 
operate under the regulations and under this statute. In order to do 
this, several States have actually changed their laws. 

Mr. Mircueiy. You understood that it was only federally that this 
was required. I would like to call your attention to section 401 of the 
act which, I believe, provides that where there is a conversion of a 
State chartered investment company, the State development com- 
pany, into an SBIC the number of directors would remain the same, 
regardless of the number, until the election of the directors is held, 
according to the regulations of the SBA. Would you not interpret 
that to mean, sir, that it is anticipated when these State charter groups 
are converted at the first election of directors they would elect nine 
directors ¢ 

Mr. Barnes. No, sir. 

Mr. Mircuety. You do not interpret it that way ? 

Mr. Barnzs. No, sir. 

Mr. Evins. I think that counsel is pointing out that it is the thought 
of a lot of members for the desirability of diversification. And, per- 
haps, the regulations have been rather strictly drawn in a way that does 
not bring about that cliversification, recognizing that we must comply 
with the State law. 

Mr. Barnes. On the contrary, we anticipate and do everything pos- 
sible to associate the organization of these companies anyway so that 
they can publicly sell their stock, so that they can add as many owners 
as possible. 

In our conversations with them we point out the steps that may be 
taken. And, of course, public sale is much broader diversification than 
merely have 10 incorporators or selling stock involuntarily to the bor- 
rower, to the people who finance it. 

Mr. Brown. There is no question in your mind, is there, Mr. Barnes, 
that the intent of Congress as to what these companies should be would 
be expressed by the qualifications laid down for Federal charters? 
That is, where Congress sets the rules, is it not ? 

Mr. Barnes. Yes, sir; but I turn to the committee report 

Mr. Brown. The spirit of the law is what I am talking about. Do 
you think that as far as the intent of Congress having a broad base, 
with 9 directors, 10 incorporators—let us just talk about the spirit, 
the intent—would you not say that that indicates that is what we 
wanted ? 

Mr. Barnes. If this other paragraph had not been in here I would 
have said that, but this has not been a problem. Most companies have 








OPERATION OF THE SMALL BUSINESS ADMINISTRATION 129 


10 directors. And they may not have that many incorporators, but it 
is more important, at least it seems to be to me, if companies are 
being formed under the laws of the 48 States and now 50 States, and 
the Territories as well, to let the lawyers, insofar as possible, work 
with the general incorporation statutes in their own States insofar as 
the original corporate structure. 

Mr. Brown. What we are trying to get-—— 

Mr. Barnes. As the base of ownership. 

Mr. Brown. What we are trying to get at is the diversification, you 
know, wanting this stock widely held, and held by people interested 
in small business, not just, you know, a family concern. Is that not 
what you have in mind? 

Mr. Mircnet.. Yes, sir. 

Mr. Avery. I would like to make an observation here. I thought 
that we had all agreed that our chief objective was to attract new in- 
vestment, capital into the field of small business. Now we seem to have 

rone off into an area here trying to decide about this diversification. 

t seems to me that we ought to keep it in the proper priority, which is 
a matter of attracting new and fresh capital into the area of small 
business. Did I understand you to say, Mr. Barnes, this has not been 
a problem; in other words, let me turn the question around, has any 
application been turned down because of the lack of the number of 
incorporators ¢ 

Mr. Barnes. No, sir. Most of them come in with 10 directors or 8 
directors, but they may vary as to their incorporators. The incor- 
porators, you must recall, is an artificial requirement of State laws. 
The incorporators, the official ones, usually do not remain with the 
corporation very long. At the first meeting they are washed out, and 
they may not even be stockholders. They may have only one share of 
stock. 

We have looked at the management of the company as shown by the 
number of directors. 

We have, also, looked at the original investors and how they plan 
to expand, either by sales of stock or by borrowing. 

I want to be very frank with you. I want to be very frank with 
you, I repeat. I personally do not see anything wrong, nor do I see 
anything in the act that would preclude the formation of a company 
that was closely held; nor do I see anything bad for small business, 
for the program about it; that is, for this reason, this does not create 
a monopoly by having anything of this nature, by having a closely 
held company. Wecan issue another charter in the same area. We can 
continue to have competition. There are some families that have con- 
siderable means that like to have their investment more or less held 
in their family. 

Tf we have to let them have a company in order to get their funds 
into this program, to be made available I, personally, am expressing a 
personal view, believe it is all right to do so. It is an encouragement 
tothe program. It is nota limitation on it. 

I say that we have not had any problem that way, because that has 
not been the way most of the companies were formed. I wish that 
more people like that had come in. 

Mr. Evins. Of course, we are interested in the capital. We want to 
see the widest number of aids to small business, but there is the ques- 
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tion of diversification that is implicit in the statute. Let us have the 
counsel ask some of the questions that are technical, and let Mr. Barnes 
answer them. 

Mr. Mrrcue.y. On the matter of the stockholders and the matter 
of diversification, do you know of any State, sir, that prohibits hav- 
ing as many as 10? There is no conflict between State and Federal 
laws on this, is there ? 

Mr. Barnes. Even in looking at the statutes and the regulations 
the requirement as to the number of incorporators or as to the number 
of directors does not have any bearing on the number of stockholders. 

Mr. Mirenett. I am speaking of the number of organizers in the 
sense that it is used in section 302. 

Mr. Barnes. This varies from State to State. In my own State 
of Oklahoma, three incorporators are adequate. 

Mr. Mircuety. You do not know of any State that does not allow 
10, if they want that many, do you? 

Mr. Barnes. No, that is correct. 

Mr. Mircuett. There is no actual conflict between the State and 
the Federal law on the provision ? 

Mr. Barnes. That is right; yes, sir. 

Mr. Mircuetyi. The next question I would like to ask, sir, is with 
regard to section 302(c) of the act. The Administration has the 
authority to limit any aggregate amount that one stockholder or one 
group entity could hold in a small business investment company, is 
that not true? 

Mr. Barnes. Yes, sir. 

Mr. Mitcuet.. I believe under your proposed regulation you had 
a proposal whereby it would be limited to 49 percent ? 

Mr. Barnes. Yes, sir. 

Mr. Mrrcwett. And then when the final regulations came out, 
there was no limit on that ? 

Mr. Barnes. No, sir. 

Mr. Mircneiy. Will you explain the reason for the 49 percent, and 
then the reason for dropping it ? 

Mr. Barnes. The reasons for our inclusion of this provision in 
the act was widely misinterpreted. We can see very quickly by the 
comments that this regulation was being interpreted as discouraging 
authorship by, we will say, a bank or by three people or by anything 
of this nature. And our real purpose was putting the requirement 
in there originally as follows, that it would be possible to use a small 
investment company to build a chain, a manufacturer or a couple of 
manufacturers could very easily organize a company large enough to 
advance funds to their dealers in one field or in one industry, and 
by conversion of their debentures acquire sufficient stock to establish 
contracts and other things that would be what we felt would be dele- 
terious to the program. And, therefore, we put this requirement in. 

But we found in another place we were requiring, or, that we 
could require an examination and a transfer of stock larger than 10 
percent, and we felt that we could prevent any misuse of the program 
by this other authority to review transfers of stock of 10 percent 
or more. That is still in the regulations or in our provisions. 

Mr. MitcHenu. As we have seen today one stockholder can own a 
small business investment company. 
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Mr. Barnes. Yes. 

Mr. MitcHetu. Can a bank, or one stockholder own more than one 
small business investment ? 

Mr. Barnes. Mr. Read says “No.” They could not if they sought 
Federal financing from both. Both would be included as one, insofar 
as access to funds, but I think it would be possible to own an interest— 
maybe to own one and own less than a majority interest in another. 

Mr. Mitcuety. Can one person be a director in more than one small 
business investment company ? 

Mr. Barnes. Yes. 

Mr. Mircuetu. I believe there is provision in your regulations 
against what might be called self-dealing, whereby a small business 
investment company could not deal with—I am not sure, but I be- 
lieve—a stockholder owning over 10 percent. Will you explain that? 

Mr. Barnes. Yes, sir. Well, the problem here is to preclude the 
organization of a company, a minimum company, we'll say, using 
maximum borrowing power to acquire funds from SBA, from their 
investors, and then the company, merely to finance their own ven- 
tures, their own businesses, in some improper way at terms that are 
advantageous to themselves, other than dealing across the board at 
arm’s length and representing fairly the investors in the investment 
company, or the Government’s interest in any funds they may have 
in there. 

So we drafted, I think, a very fair regulation. It precludes self- 
dealing on the part of the company with one of its own investors, 
directors or officers, if the director owns more than 10 percent unless 
there is a full revelation tothe SBA. We are merely trying to protect 
the Government’s interests, and the other investors’. 

Mr. Mircuetu. That looks like a very fine regulation so far, sir. 
But did you not put on the end of that regulation something to this 
effect : “Provided, That nothing in this regulation would prohibit any 
officer or employee of a small business investment company from be- 
coming a director in a small-business concern” ? 

Mr. Barnes. Yes. 

Mr. MircnHeti. Do we understand, then, that the directors of the 
investment company can follow the money into the small-business 
concerns and then become directors in the small-business concerns? 

Mr. Barnes. Yes, sir; and there was a good reason for that, that it 
is normal in equity financing to provide the kind of management guid- 
ance and investment counsel and other representation of finance that 
is desirable to help the company that is being financed. 

If we had not put this addition on the self-dealing clause, it would 
have precluded an investment doing what everyone of them do, which 
is to provide this kind of management advice. Because a director 
would be an officer and some of the witnesses indicated that they might 
get other representatives in the community, sir, but this would be a 
fairly rare case. In most instances, they will be using their own 
directors, I would think. 

Mr. Mircuety. For the purpose of this last question, and if I could 
rehash for one moment something Mr. Roosevelt brought out today, 
I believe that for a small-business concern to obtain financing from a 
small business investment company, it would be required to recast 
all its obligations in order that the small business investment company 
will be its only creditor. 
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Ts that not true, sir? 

Mr. Barnes. I believe that is in the act. 

Mr. Mrrcnett. And then one step further, if it desires further 
financing—I am rehashing again—then it must come back to the in- 
vestment company and give them an opportunity to do that financing. 
That is true, is it not ? 

Mr. Barnes. Yes, sir. May I say on this point that none of the 
other witnesses brought this out, that in the first place, this is equity 
financing in truth and in fact, and there is no other collateral and 
no other security that the investment company has to protect its funds. 
If you did not have some kind of requirement like this, it would be 
possible, after financing was received from an investment company, 
for the small business to immediately turn around and hypothecate 
or pledge all of its assets in some other way for other types of financing, 
and it could create liens that were senior, and by requiring it to seek its 
financing first from the investment company, it gives them a chance 
to protect their funds. 

Now, this does not tie them in permanently, I do not think. I be- 
lieve that under certain circumstances, they can still go elsewhere. 

Mr. Mircuety. But they have to give the investment company a 
right to finance them before they can go elsewhere, do they not? 

Mr. Barnes. That is right, or if they obtain the financing elsewhere, 
they may have to repay the investment company in the course of the 
financing. Otherwise, they 

Mr. Roosrvett. Mr. Barnes, are you not trying to protect the small 
business investment company from having its position compromised 
by the borrower or the individual small business company / 

Mr. Barnes. Yes. 

Mr. Roosevetr. Could not that be done just as well by simply saying 
that no senior securities shall be—which I think is already in the act, 
is it not, without actually going forward and saying that they shall 
have the first refusal, without saying that it shall even be as good 
terms, because it might, conceivably, be possible or proper for one 
of these companies to need other financing in different forms. 

It cannot go out and get the best terms. It must take the terms 
under this provision which this particular small business investment 
company wants to offer it at that time. 

Mr. Barnes. If the terms were improper, we would catch them on 
examination, of course. 

Mr. Roosevetr. That might be much too late. 

Mr. Barnes. But even beyond that, I think that—my information 
from our own study is that this is normal for this type of financing, 
and that this is better than other types of regulation. The small 
businessman has other alternatives, and it is normal if you are going 
to refinance or acquire additional funds, you consider always picking 
up your old debts as well. This merely gives the investment company 
a shot at it on the same terms. 

If the small business does not like it, does not like the terms from 
the investment company, they are still free to finance the investment 
company completely out of the picture. 

Mr. Roosrvett. Now, if I own a house and have a first mortgage 
on my house, I do not have to go back to the same company that has 


the first mortgage on my first in order to take out a second mortgage ? 
Mr. Barnes. No. 
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Mr. Roosevett. I cannot hypothecate my position; my first mort- 
gage must be protected. But I can go anywhere I want to for that 
second mortgage and if I have to go back to the same individual for 
my second mortgage, I would be in an awful position. 

Mr. Reap. I think your concern would be taken care of if you were 
to look at this paragraph 304(c)2, “will not thereafter incur any 
indebtedness.” That is what you are objecting to, “any indebtedness.” 

If you should change that to read, “any additional indebted- 
ness” 

Mr. Mircue ty. I believe you have precluded short-term. 

Mr. Roosrvetr. Then you have precluded short-term borrowing, 
which is perfectly right and proper. It seems to me that, as you have 
written it here, any short-term borrowing one of these companies 
wants to do must almost have—not because the investment company 
will not give it, but the investment company may and does, as we 
heard today, have a direct tie-in with the bank, and it can force that 
short-term borrower to go to the bank that the investment company 
has an interest in, or perhaps the bank has an interest in it. 

Mr. Reap. Nothing under the act prevents the small business con- 
cern from going to another bank and coming into the investment 
company and saying, “I am paying off the convertible debenture.” 

Mr. Roosrveir. But suppose they did not want to pay it off. All 
they want isa small, interim loan. 

Mr. Barnes. Our regulation permit this, Mr. Roosevelt. Our regu- 
lations permit a short-term or interim loan. 

Mr. Roosrvetr. Your regulations do? Where is that? In other 
words, you contravene the act by your regulations? The act does not 
say that. The act says that you have to go back and get the approval 
of the small business investment company. 

Mr. Barnes. The act authorizes us, however, to regulate on this, 
to make it workable, and we are talking, of course, here now about 
indebtedness that is secured indebtedness, or senior to that investment 
company. 

Mr. Roosrvetr. We are talking about all kinds of indebtedness. 
You do not limit it to equity capital. You say the word “indebted- 
ness,” period. 

Mr. Barnes. The act says this, but our regulations have temporary 
or short-term 

Mr. Roosrvetr. Maybe they do. I am not referring to you, but 
somebody else can rewrite regulations the day after tomorrow, if you 
are not there, and I want to be sure that the banks use this act in 
order to control this business, as some of the witnesses have already 
brought out today. They then make sure that all of the short-term 
financing that is done by small business in their area goes back to 
selected banks, and I cannot see the justification in that. 

Mr. Barnes. Mr. Roosevelt, let me give you this citation, which 
is from our regulations—section 107.304-1, subsection (g)—which puts 
the restrictions on the licensee, on the company, as to how the small 
business investment company shall act. 








Provided, however, That the licensee shall allow appropriate examinations for 
open account or other short-term credit. 


Mr. Roosevettr. And suppose that tomorrow morning you take that 
out by publishing it in the Register. That is all you have to do. 
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Mr. Barnes. Well, sir, the small business is still protected, in my 
opinion, by the businessman’s ability to refinance his whole debt. 

Mr. Roosrvetr. But you and I know that it is hard enough for 
him to get it anyhow. They have been fortunate enough to get it 
in this one company. Now you are telling him that the only way 
to get around somebody forcing him to go into a certain bank for 
his interim financing is to refinance his whole debt. We do not have 
that much equity capital floating around. 

Mr. Barnes. If that is the situation, do you not think—I shall put 
it this way: that my view is that you have to allow the investment 
company the protection of having a look at the transaction, since 
they have no other security, they have no other rights, they have no 
mortgage, no lien. They have only this one right, and it is the very 
least that an investor would wish in connection with his funds. 

Mr. Roosevetr. I have no objection to that at all. I would even 
go further. I would even say that if, in any way, they can appeal 
to you or the SBA that this financing would be detrimental to their 
investment, that this should be prohibited, I would go along with 
that. 

But to make it possible for this investment company, owned by the 
bank, in turn to force this small business company to do its interim 
financing through that bank, I am absolutely opposed to that, and I 
think we must protect against it; especially when we see that in the 
normal course of events your banks are going to be more and more in 
this business if this is successful. 

Mr. Evins. May I make an observation? I had hoped that we 
could conclude at 4:30, and counsel says he has about 4 or 5 minutes 
more of questioning. I know that we are all tired and we are going 
to be on the subject for a long time. 

Mr. Roosevetr. Then, maybe, Mr. Barnes can come back and we can 
discuss it further. 

Mr. Moore. I asked the gentleman to yield in order that I might- 
suggest that the situation may have developed from what is in the 
law. 

Mr. Roosrvetr. I asked Mr. Barnes about amending it. 

Mr. Moore. May I make the observation that apparently he is 
amenable to that because of the conclusion therein in the regulations, 
or is he not? 

Mr. Barnes. The way I view it, we have given flexibility to the 
law by what we have added in our regulations permitting the inven- 
tory or short-term financing. 

Now, I would not like to see any change made in the law itself, 
unless I had more information from the investment companies and 
the people that are putting their money in under these limitations, 
as to what they believe their rights should be. 

Mr. Roosrvetr. I would agree with that. We had one witness who 
said that he would be agreeable to this. I agree that we should have 
other witnesses, and certainly I should not want to make such a 
change without a great deal more consideration than saying right now 
that I want you to agree to something. 

Mr. Barnes. All right. 

Mr. Mircueru. Mr. Barnes, one of the things I am getting to is 
something I believe you recommended in your statement. I believe 
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there is a provision in the act whereby the borrower has a right to 
call up these convertible debentures on ‘3 months’ notice on any “inter- 
est-paying date—— 

Mr. Barnes. Yes, sir. 

Mr. Mircuety. Which, of course, is some protection to the small 
businessman. Would it not at least make the investment company 
make a decision now instead of holding it over him for a number of 
years ? 

Mr. Barnes. Correct; yes, sir. 

Mr. Mircue.yi. Now, do you mean in your statement, where you ask 
for that field to be opened wider and left to negotiations, do you mean 
that you think that portion should be out of the act? 

Mr. Barnes. No. 

What I am recommending and what I would like to recommend, and 
what I am giving consideration to, is that SBA be permitted to de- 
fine, by its own regulations, the types of securities and the terms that 
may be used. 

Mr. Mrrcuert. That “terms” is what I was talking about, and I 
was wondering if you include in those terms the provision whereby 
they can be called ~ and paid off with 3 months’ notice? 

Mr. Barnes. Yes, I do, because in the case of preferred stocks and 
common stocks, and such things, there is no conversion right at all; 
there is the warrant right. 

Now this is a peculiarly difficult field in which to legislate, because 
you do not know, without the taking of tremendous amounts of testi- 
mony, what types of securities will be acceptable in the secondary 
market we have been talking about and what are the terms, and an 
innocuous provision that you put in the statute might preclude their 
acceptance entirely. 

Certainly SBA can be trusted to protect the interests of the small 
businessman, and what we have to do is to have enough experience and 
to work with the companies that are likely to buy these securities to 
ascertain what types they will take and make them permissible under 
the program. 

Mr. Mrrcuety. You very ably mentioned in your statement concern- 
ing this, I believe, something about it being left open to negotiation 
in the marketplace. 

Mr. Barnes. Well, that is true, as well at present between any cited 
company and underwriters of any kind, with the exception of the 
limitations as to disclosure that are included in the Securities and 
Exchange Act, which will still be in effect. It is still open to 
negotiation. 

If you wish to float a public stock issue, you go consult with a 
broker, and you work out the terms under which you are willing to sell 
your stock, and so forth. Most small businessmen—I think it would 
be a mistake to say that they do not have any negotiating position 
at all, or to help us 





Mr. Mircuett. That is where the question is, if I may interrupt a 
moment. 

Mr. Barnes. All right, sir. 

Mr. Mrrcneuu. This field in which the United States, through the 
Congress, is furnishing financial assistance to small business is a field 
where they do not have financing now, or before this act; is that true? 
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Mr. Barnes. Yes, sir; that is true. I do not want to say that it is 
100 percent true, but it is true, as a general statement. 

Mr. Mircuenn. Then as to the small business investment companies 
actually in this field now—at least until there are more than one in a 
community—there i is no competition, is there, sir? 

Mr. Barnes. In a sense, no. There are still companies organized 
and financed, and great numbers of them, through private sale to their 
friends, their relatives, and to the public. 

I have instances of concerns—I am thinking of a canvas concern in 
Boston—without any business, without even an idea, that floated a 
public stock issue. So there is still the route open concerning the law 
to date, which is that you organize a company and you go out and sell 
it. You sell it by private placement or sell it to a few fr riends, so there 

is still that route that is open, even in the absence of these companies. 

Mr. Mircewe i. Let us assume that this is filling a void in which there 
is no competition. If there was substantial competition, the act 
should not have been passed, I assume ? 

Mr. Barnes. Yes, sir. 

Mr. Mrrewene. In that case, is there an open marketplace when 
there is a borrower who must have money and only one person from 
whom he can get it? Is not the negotiation unilateral, Mr. Barnes? 

Mr. Barnes. No, sir. When we get seven companies licensed, there 
is competition, because, although these companies are licensed to vP 
ate in an area, this does not preclude them from investing in any area 
as long as they are not doing business by so investing. 

So that, even though there is a cor mpany in South Carolina and one 
in Georgia, and a concern in Tennessee wishes financing, the concern 
in Tennessee can go to the small business investment ‘company in 
Tennessee, he can go to the one in Georgia, he can go to the one in 
South Carolina. He can even write them by mail. 

We are already receiving requests from firms to find out where the 
companies are, so that they can write to them. 

Likewise, the investment companies themselves can join in financing 
an issue, so there is competition, even though there may not even be a 
company in his particular community, or more than one in the com- 
munity. 

It is not exactly like banking, where you have to have an established 
record with a particular bank. They can seek the financing from 
whatever companies are licensed. 

Now I hope that there will be enough companies so that there will 
be ample competition. That is the way I believe the program should 
work. 

Mr. Mrrcuett. I believe I can sum up my line of questioning with 
one rather long question. 

Since the 10 or ganizer statute has been gone around, whether prop- 
erly so or not, by ‘legal interpretation or some other reason, and since 
the 9 director “statute” has been gone around through the same method ; 
since the provision whereby you may set the aggregate amount of 
stock so that 1 person can hold has not been utilized, and since the 2 to 
5 percent requirement has, in your wisdom, been circumvented by the 
repurchase option, and since a director from the investment companies 
may become a director in the small-business concern, if you were to 
leave this on open negotiation and take out the only remaining pro- 
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tection that the small businessman has—that is, to force the invest- 
ment company to make a decision within 3 months—what, sir, would 
keep the banks from completely owning these companies eventually ? 

Mr. Barnes. I can answer that very directly, because it presumes a 
situation that does not exist. Several people have adverted to it, and 
I am glad to have the chance to answer it; that is, that the banks are 
not in all these companies. There are only 16 companies out of the 
64 in which a bank even owns any stock at all. The others are com- 
pletely separate from banks. 

But even so, assume that there is a bank, a solely owned company, 
bank-owned company, they are still subject to regulation by an exami- 
nation by the Small Business Administration and they have to file re- 
ports, it is true, with both SBA and SEC. 

We are working to consolidate those reports so that a single report 
will suffice for both. Our reports we are attempting to have worked 
out so that we can take the CPA reports that are used by the com- 
pany itself as their annual report and use that for ours. 

The semiannual report we shall have the company itself make out, 
and we will not send examiners out the way the Comptroller of the 
Currency does with national banks, unless there is difficulty which 
appears from these reports. 

But the reports themselves will give us adequate information as to 
whether the company is operating in accordance with the policies es- 
tablished when we licensed them. That is the way we intend to ex- 
amine and regulate them. 

Of course, we do not approve companies that indicate the type of 
operation that you mention. So that we have a constant string on the 
companies themselves, and believe me, it is a strong string. It is one 
that we can continually look at and use. But lest we have misinfor- 
mation on this, it is sometimes necessary, in the equity capital field, 
when you have advance financing—in fact, it is frequently necessary 
to come in the second time, and it is frequently necessary to replace 
management entirely, and this is a known fact that is inescapable in 
equity-type financing. 

If a manager cannot succeed, he must be replaced, and we should 
have no absolute prohibition against this or you cannot operate an 
equity capital program. 

Now we expect to be as energetic in protecting small businesses 
from larcenous financing in this field as we are in our other activ ities, 
and we are trying to start companies and work with companies that 
have the same general viewpoint toward the program. I think we 
have succeeded, and it has been demonstrated by the type of people 
that have appeared before your committee today. 

Mr. Evins. Mr. Barnes, your testimony has been very interesting 
and very revealing and very helpful. I think that the full committee 
is here, and nearly all the staff, and it is nearly 5 o’clock, I think that is 
evidence of the intense interest in this subject. We shall want to talk 
to you and your staff further. But for now, if there are no ques- 





Mr. Roosrvetr. There are lots, Mr. Chairman, but I shall wait to 
ask them later. 

Mr. Evins. For now, the committee stands adjourned until 10 
o'clock in the morning in room 429. 

(Whereupon, at 4:40 p.m., the subcommittee recessed to reconvene 
at 10 a.m., Wednesday, May 13, 1959.) 
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WEDNESDAY, MAY 13, 1959 


House oF REPRESENTATIVES, SUBCOMMITTEE No 1, 
OF THE SeLEcT Committee To Conpucr A Stupy 
AND INVESTIGATION OF THE PROBLEMS OF SMALL BusINEss, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:08-a.m., in room 
429, Old House Office Building, Hon. Joe L. Evins (chairman of the 
subcommittee) presiding. 

Present: Representatives Evins, Brown of Missouri, Moore, and 
Avery. 

Also present: Richard L. Mitchell, counsel; Jane M. Deem, adminis- 
trative assistant, and Victor P. Dalmas, adviser to the minority 
members. 

Mr. Evriys. The committee will come to order. Mr. Duncan Read 
has stated that he would like to make a statement. Mr. Read, you may 
be seated and make the statement, as you wish. 


TESTIMONY OF DUNCAN H. READ, DEPUTY ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION—Resumed 


Mr. Reap. Mr. Chairman, I have a short statement here which I 
would like to get into the record. I think the matters covered in this 
statement are pretty well covered by the questions that were asked, and 
our attitudes in the problems of processing these procedures is covered 
in the statement, and I don’t want to take the time of the committee 
to read it but I would like to put it in the record. 

Mr. Evins. It may be received in the record. As I understand 
it, Mr. Read, your statement covers an up-to-date listing of all appli- 
cants for licenses and charters under the act to date? 

Mr. Reap. I would like to substitute that list dated May 8, 1959, for 
the one I submitted last night as of April 25. This list shows a total 
of 68 applications received in Washington. 

Mr. Evins. And it isthe most current and up to date? 

Mr. Reap. Yes; and I would like to substitute this one for the one 
dated April 25. 

Mr. Evrns. It will be received and counsel will return the other 
list to you. 

Mr. Reap. Thank you. 

(The list referred to will be found in the files of the committee. ) 


139 





140 OPERATION OF THE SMALL BUSINESS ADMINISTRATION 


(Prepared statement of Duncan H. Read follows :) 


STATEMENT OF DuncaAN H. Reap, DEPUTY ADMINISTRATOR, SMALL BUSINESS 
ADMINISTRATION, INVESTMENT DIVISION 


Mr. Chairman and honorable members of the committee, I am Duncan H. Read, 
of Middleburg, Va. I was appointed Deputy Administrator of the Small Business 
Administration in charge of the Investment Division on December 15, 1958. I 
should like to give you a report of the activities of the Investment Division from 
that time to the Ist of May. 

Before proceeding with statistics and a description of some of the problems 
incident to the operation of the program under the Small Business Investment 
Act, I would like to state that the Investment Division has at all times kept 
in mind the declared policy of the Congress and the purpose of the act; namely, 
“* * * to improve and stimulate the national economy in general and the small- 
business segment thereof in particular by establishing a program to stimulate 
and supplement the flow of private equity capital and long-term loan funds which 
small-business concerns need for the sound financing of their business operations 
and for their growth, expansion, and modernization, and which are not available 
in adequate supply: Provided, however, That this policy shall be carried out in 
such manner as to insure the maximum participation of private financing 
sources.” 

The interest of small business concerns has been kept in mind consistently in 
the administration of the program. The stimulation of the flow of private 
capital into the investment companies is, in itself, of primary importance to the 
small business concerns of the country. 

Mr. Barnes has stated to you the efforts of the Small Business Administration 

to publicize the Investment Act of 1958 and to draw the attention of private 
‘-apital to the opportunities offered by the formation of an investment company. 
Mr. Barnes has likewise stated to the committee that as of May 6, 67 proposals 
for the formation of small business investment companies have been received, 3 
companies have been licensed, 34 proponents have been told that their appli- 
‘ations were in order and are now completing their organization, and that 15 
proponents have been asked to submit amendments to their proposals, and 18 
are under initial review in the Washington office. 

I will comment shortly on the details of reviewing applications and licensing 
small business investment companies, but first I would like to comment briefly 
on the Investment Division’s activities under title V, which deals with loans to 
State and local development companies. 

As of May 6, we have received one application from a State development 
company for a loan under section 501 of the act. We have received 18 appli- 
eations from local development companies for loans under section 502 of the 
act and have approved 7 such loans for $855,000 to these local development 
companies. One application for a loan has been declined and one has been 
withdrawn. 

It has been our observation that State development companies in existence 
at the present time are deterred under their charter provisions in seeking any 
loans from the Small Business Administration under section 501 because, for 
example, their charters, in many instances, permit borrowing only from num- 
bers. We understand that this deterrent is being cured by amendments to 
existing State laws. 

Turning now to the formation of investment companies, the proposal form 414 
is of major significance: It must furnish the Small Business Administration 
with full information on many subjects, and, when finally approved, constitutes 
the basis for SBA examination of the company year after year. 

For instance, the proponents in the proposal form state by their proposed 
charter and bylaws, and by answers to specific questions, details of the com- 
pany’s capitalization and mode of operation. 

If an investment company is subject to registration under the Investment 
Company Act of 1940, SBA accents capitalization which complies with that act. 
If the company to be licensed is not subject to registration under the Invest- 
ment Company Act of 1940, SBA has adopted the following general! policy in 
regard to capitalization: 

“Tf capitalization consists of more than one class of stock, the voting rights 
and other rights and remedies may not be inequitable or discriminatory, and 
may not unduly concentrate control or management of the proposed operator 
through pyramiding, inequitable methods, or inadequate distribution. Full dis- 
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closure of all voting rights, and other rights and remedies of all classes of 
stock, must be made to all shareholders prior to their purchase of stock.” 

Within the foregoing limitations, it has been the policy of the Small Business 
Administration to permit the maximum latitude. This is considered an impor- 
tant policy in keeping with the desire to stimulate the flow of private capital 
into the investment companies. 

Another matter covered by the proposal form is a statement of the officers, 
directors, and initial stockholders of the investment company. A brief history 
and business record of such people is carefully reviewed. SBA has likewise 
expected of the individuals who will be in the active management of an invest- 
ment company a proven or indicated ability in lending and financial matters. 
We believe it is distinctly to the benefit of small business concerns to have 
people with such qualifications in the management of the investment companies. 

Another important statement from the proponents is the disclosure of man- 
agement and supervisory contracts, if any, which either the investment company 
itself intends to put into effect, or which any individual or group of individuals 
forming the investment company proposes to put into effect, and the rights 
of stockholders and others to review or terminate such contracts. 

Another important matter which the Small Business Administration is re- 
quired by the act to approve is the rate of interest and other terms of convertible 
debentures and long-term loans made by the investment company. The pro- 
ponents are asked to state what their policy is as to the amount of the borrowers’ 
stock into which a convertible debenture is convertible, and are likewise asked 
to state the maximum interest rate which they propose to charge any borrower 
on their convertible debentures or long-term loans. No proponents have stated 
that it was their policy to take convertible debentures which were convertible 
into a majority of a borrower's stock, even in the most speculative instances. 

These are the principal matters covered in the proposal form 414, and it can 
be readily understood that many proposals require some clarification of state- 
ments made in good faith which are still vague or unresponsive. 

Our first plan of procedure was to set down all the clarifications, amendments, 
and objections raised by the review of the proposal form and to state in a 
notice to proceed that if the company was incorporated as stated and ali ¢lari- 
fications and amendments were satisfactory to SBA, that a license would be 
granted. Recently we have asked for clarifications and amendments and not 
advised the company to proceed with their incorporation and organization, ete., 
until the amendments have been received and in fact are satisfactory to the 
Small Business Administration. We believe this will speed up the process to 
a certain extent. 

We have also, in cooperation with the Securities and Exchange Commission, 
made one copy of the proposal form immediately available to the SEC upon re- 
ceipt in Washington, thereby enabling the SEC to communicate in the first 
instance with the proponent in regard to their registration requirements, if 
any. Under the original procedure, although the proponents were notified in 
the proposal form that they could not be licensed until they had obtained 
either registration or clearance from the SEC, proponents did not, as a matter 
of fact, communicate with SEC until they had received a notice to proceed from 
the Small Business Administration. We think that this change in procedure 
which has been worked out with the greatest cooperation from the SEC, will 
materially shorten the time between the submission of the proposal form and 
the granting of a license. 

We are now working with the SEC to develop an amendment to the proposal 
form whereby all information required by SEC for companies required to 
register under the Investment Company Act of 1940 will be included in SBA’s 
proposal form. If then the investment company must register under the 
Investment Company Act of 1940, all the information required by SEC will 
have been furnished in the SBA form. We believe this also will be a great 
convenience to the investment companies involved. 

The interest shown to date in the Small Business Investment Act of 1958 
should not be measured entirely by the number of proposals received in Wash- 
ington. Hardly a day passes when the Washington office does not receive in- 
quiries from people who are considering the formation of an investment com- 
pany. In addition to an unknown number of groups who have investment 
companies under consideration, proposals for the organization of 13 small busi- 
ness investment companies are actually being worked on in the regional! offices 
at this time. There are many more which are in the early stage of discussion 
and formation. 
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How profitable or successful the small business investment companies will 
be remains to be seen. We can only state at this point that there seems to 
be an increasing interest in the program. 

Mr. Evins. Do you have any further statement you wish to make? 

Mr. Reap. I think the number of proposals that are under con- 
sideration in the field might be of interest to the committee. There 
are 68 in Washington. There are 13 being actually worked on in 
the regional offices at this time, and under discussion in the region 
are 94 more groups that are talking to the various regional officers. 
That is all. 

Mr. Evins. From information you have received from the various 
regional offices there are 94 additional groups that are considering 
filing applications ? 

Mr. Reap. It has gone beyond that stage. They have come in and 
are sitting down and discussing the requirements of the proposal 
form with the regional officers. 

Mr. Evrns. These are in addition to those on the list you have filed 
here today. 

Mr. Reap. And it is also in addition to 13 proposals that have been 
submitted for review in the regional offices. 

Mr. Evrys. Could you tell the committee in regard to the list you 
are filing, the percentage in which banks are involved, that is the par- 
ticipation of bank interests in the overall number of applicants and 
licenses ? 

Mr. Reap. I can tell you that when the number was 64 proposals 
there were about 16 proposals in which the banks were stockholders. 

Mr. Evins. And you think the other picture will show an even 
lesser interest among existing financial institutions, or don’t you 
know ? 

Mr. Reap. There is no way of telling, Mr. Chairman. 

Mr. Evins. Thank you, Mr. Read for providing this information 
for the committee. 

Mr. Reap. Yes, sir. 


TESTIMONY OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION; ACCOMPANIED BY JOHN H. BAR- 
BER, ASSISTANT BUDGET OFFICER; ALBERT KELLY, DEPUTY 
ADMINISTRATOR FOR FINANCIAL ASSISTANCE; AND JULES 
ABELS, DIRECTOR, OFFICE OF ECONOMIC ADVISER—Resumed 


Mr. Barnes. I would like to at least enlarge on an answer that I gave 
you yesterday. 

Mr. Evins. We were just going to call you, Mr. Barnes. We had 
previously arranged for Mr. Gadsby to testify this morning, but to 
accommodate your wishes he has agreed to testify at 2 o’clock this 
afternoon. For the information of anyone else who may be interested, 
the Chairman of the Securities and Exchange Commission will be 
called at 2 o’clock. 

You may be seated and proceed and make any such statement or give 
us any such further information as you desire. 

Mr. Barnes. To be sure to get it in the record and that you get the 
right impression from an answer I gave yesterday, I said that we had 
not declined any of these proposals, and I said that there was one that 
we had declined but we had subsequently permitted them to refile. 
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There is another case that is still in process. We haven’t taken final 
action but we are going to decline and I am a little reluctant to go 
into the specifics of the case, but I will say this generally about it, 
that the basic reason for our decline is that the principals in the case 
were former RFC borrowers and a large judgment was taken against 
them under previous relations with the Government in a lending pro- 
gram which has not been paid, and in addition their counsel has been 
disbarred from activities before the Securities and Exchange Com- 
mission for various good and sufficient reasons to the Secur ities and 
Exchange Commission. 

So that we have this type of problem rather than the form and 
structure of the organization itself. I don’t want you to be con- 
fused if at some future date it appears there was a case which was 
declined. 

Mr. Evins. The case which you are speaking about is that one which 
you asked to be resubmitted ? 

Mr. Barnes. No; this is another one. 

Mr. Evins. That would be two rejections substantially ? 

Mr. Barnes. Yes. 

Mr. Evins. ‘And those rejections that you have referred to were not 
on the basis of a showing of adequacy of credit facilities in the area 
but a matter of personalities and character and reputation perhaps of 
some of the applicants. 

Mr. Barnes. Yes. 

Mr. Evins. This does not mean that others filing in that same area 
would be necessarily declined ? 

Mr. Barnes. No, not at all. 

Mr. Evins. Fine. You may proceed, counsel. At the close of the 
meeting yesterday you were questioning the Administrator with re- 
spect to the investment companies and you may wish to proceed on 
other phases of the Small Business Administration operations. 

Mr. Mircuent. Mr. Barnes, in your opening statement—going back 
to the proposals that you have made in your opening statement—I 
want to speak specifically concerning the increase of the revolving fund 
to $1,100 million. 

Mr. Barnes. Yes, sir. 

Mr. Mrrenenn. W hich would be an increase of $200 million ? 

Mr. Barnes. Yes, sir; an increase in the authorization. 

Mr. Mircnetzt. And that, of course, would be earmarked for the 
financial program under the Small Business Act. 

Mr. Barnes. Yes; but I think part of that would be earmarked for 
the Investment Act, as well. 

Mr. Mrrcneii. Which portion of the Investment Act? 

Mr. Barnes. The financing of the Investment Act. Thers would be 
roughly—just a moment, I can get you specific figures. Of the total 
of $1,100 million there would be a limitation of $250 million in con- 
nection with the Investment Act. 

Mr. Mrrcuety. That present limitation is already there in your au- 
thorization for $250 million now for the Investment Act, is it not? 

Mr. Barnes. It is the same. 

Mr. Mircuety. The only change would be in the $500 million that 
is authorized under section 7 (a) of the Small Business Act ? 

Mr. Barnes. Yes, sir; for the business loans. 

Mr. Mrrcuetz. That is for the small-business loans ? 

Mr. Barnes. Yes, sir. 
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Mr. Mircnety. And it would not increase the authorization for the 
disaster loans ? 

Mr. Barnes. No, sir. 

Mr. Mircneti. And it would not increase the authorization under 
section 8(a) for the procurement portion ? 

Mr. Barnes. No, sir. 

Mr. Mircwetu. Can you tell us to date what the outstanding com- 
mitments on the $500 million revolving fund amounts to? 

Mr. Barnes. I have a chart that I would like to put up. 

Mr. Mircueiy,. We would like to see that. 

Mr. Barnes. It shows the status of both the authorization and also 
of the appropriations. This chart shows the status of business loan 
authorization at $500 million, that being the figure represented by the 
top red line. The red line indicates the statutory limitation as it has 
been changed from time to time. 

And the other two shaded areas: The lower shaded area shows loans 
receivable, and the other is undisbursed commitments, including de- 
ferred participation; and this figure as of the end of March represents 
the amount committed and the loans receivable in relation to the total 
authorization. 

Mr. Mrrcuetu. Do you have the figures? 

Mr. Barnes. Did you want the exact figures # 

Mr. Mircueti. Yes; for the record, in terms of dollars, in order 
that the record might reflect the information. 

Mr. Barnes. All right. For loans outstanding as of March 31, 
$256,987,875, plus undisbursed commitments of $133,176,000, or a total 
charge of $390,164,174. 

Mr. Mircueti. To what date is that? 

Mr. Barnes. Through March 31. 

Mr. Mircuey. Is that $390 million charged to the total $500 mil- 
lion revolving fund? Is that the part that will be charged to you? 

Mr. Barnes. Yes, sir. 

Mr. Mircueti. Have you projected this in order to point out what 
is anticipated will be the total commitment, say at the end of this 
fiscal year ? 

Mr. Barnes. Yes sir. This is based on assumptions that loan 
applications—business loan applications are received at the present 
rate; that the percentage of approvals continue as at present, between 
58 and 62 percent of the applications received; and that the loans 
continue to be the same average size. We would anticipate that the 
authorization for the revolving fund—the maximum would be reached 
by December or January of the next fiscal year. 

Mr. Mircnetyt. That would be December of 1959 and January of 
1960 4 

Mr. Barnes. Yessir. 

Mr. Mircuett. In other words, unless this fund is increased, it is 
anticipated that you will reach the limit of expansion by January of 
1960 ¢ 

Mr. Barnes. Yessir. 

Mr. Mrrcenern. Do you have that chart on a smaller scale or pre- 
pared in any way that it could be put into the record ? 

Mr. Barnes. Yes sir, we can insert it at this point. 

Mr. Mircneti. We would like that to be done. 

Mr. Evins. It may be received. 

(Charts referred to follow :) 
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Mr. Barnes. At this point you might also like to see the chart show- 
ing the status of the disaster loan funds and authorizations. 

Mr. Evins. Go ahead. 

Mr. Mircuet. Yes, please. 

Mr. Barnes. The statutory limitation for disaster loans is $125 
million and the gray line shows the same information as on the pre- 
ceding chart. The darker gray shows loan receivables and the lighter 
gray shows undisbursed commitments. 

It is clear that there has not been as much disaster activity up 
through March and that some of the loans are being repaid so that there 
is not—the authorization is not being exhausted as in the business 
loans. There seems to be an ample—— 

Mr. Evins. Do you have any flexibility of authority for transferring 
of funds from one fund to another? Say if there was a surplus in 
the disaster funds—there is no statutory authority for transfer? 

Mr. Barnes. We do not have as to authorization. We do have as 
to personnel and as to funds provided because we can use funds from 
the revolving fund, generally, if we do not exceed the authorization. 
We can use any funds in the revolving fund. 

The total authorization by the chart: the chart shows the status 
of disaster loan authorization for $125 million. The chart shows 
that through March 31 loans receivable amounted to $49,466,597. 

And there were undisbursed commitments of $4,522,000, or a total 
of $53,988,730. 

Mr. Avery. I wonder if that disaster chart could be made a part 
of the record, Mr. Chairman ? 

Mr. Evins. Yes. 

Mr. Barnes. We will introduce that chart at this point. 

(Chart on disaster funds follows :) 
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Mr. Mircne tn. Of the $256 million and something—well, it is 
$256,987,875—which you mentioned that has been expended in the 
financial assistance program and loans, are the administrative costs 
of the Small Business Administration out of that fund ? 

Mr. Barnes. That figure given you just quoted is the Small Busi- 
ness Administration investment in loans outstanding on the books at 
the present time. In addition to this, from the fund there has been 
authorized expenditure for processing the loans but that is not shown 
in this particular figure. 

Mr. Mrrcuetit. How are those administrative expenses carried 
and where are they reflected in relation to your revolving fund? 

Mr. Barnes. Well, part of the expenses are provided for by direct 
appropriation and part by authorized transfers from the revolving 
fund, 

Mr. Evins. We know about your administrative appropriations for 
the staff and for your expenses, but what we are trying to arrive 
at: Is the amount of transfer from the revolving fund for administra- 
tive expenses ? 

Mr. Barnes. Right at this point we will introduce a chart that 
shows the status of the revolving fund with all charges against it, 
including expenses, and that is shown very clearly on the chart. 

Mr. Mircueti. Could you set that out in dollars for the record 
and for the subcommittee members at this time? Unfortunately it is 
so far away. 

Mr. Evins. Will you explain the chart please? 

Mr. Barnes. Yes. The chart, as the preceding chart—the top- 
line shows the total amount in dollars in the revolving fund that had 
been appropriated and are available in the revolving fund. 

Mr. Evins. How much is that ? 

Mr. Barnes. $540 million, and the lower shaded portion shows 
the business loans receivable. 

The next shaded portion shows the disaster loans receivable. 

Mr. Evins. Is that each total? Is that indicated in the pink by 
business loans receivable that have been received ? 

Mr. Barnes. That is business loans outstanding on the books at 
the present time. 

Mr. Evins. Receivable to you. 

Mr. Barnes. Yes sir. You must understand this would not be 
the total loans made or the total funds disbursed because there have 
been repayments that have come into the fund. These are the amounts 
outstanding at present. The lower figure is $256,987,875. 

The next shaded portion is the disaster loan receivable and as of 
March 31—that is $49,466,597. 

The next figure is undisbursed commitments and that is for all 
programs and that is $94,748,585. 

Mr. Evins. We don’t quite understand that for “all programs.” 

Mr. Barnes. Well, I will give you a breakdown, sir. For business 
loans there is a total of $87,967,252; for disaster loans there is $4,522.,- 
133; investment company debentures $1,768,700. Development com- 
pany loans $490,500. 

That gives a total of $94,748,585 undisbursed commitments. 

Mr. Evins. The third shaded area refers to the types of loans not 
included in the first two categories. 
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Mr. Barnes. Yes sir, and in which there have been commitments 
such as the fact that we may have made a loan which is still in the 
process of closing and are obligated for it but have not disbursed the 
money for it yet. 

The last. figure is a net figure of $19,723,180. 

Mr. Evins. Will you please explain further what is included in the 
fourth category? ‘That seems to be rather consistent over the years. 

Mr. Barnes. In that later figure are included all administrative ex- 
penses chargeable to the revolving fund, including salaries, interest 
paid to the Treasury on funds borrowed for the revolving fund, the 
later figure being $15,646,427. 

Loans written off a total of $488,754 on business loans and $229,888 
on disaster loans. These are the chargeoffs. 

That gives total chargeoffs and expenses of $48,048,299, which is 
reduced by interest and fee income of $29,665,645. And another figure 
is included—other charges and credits, which includes—let Mr. Bar- 
ber answer that question, please. 

Mr. Evins. Will you give your name for the record please. 

Mr. Barser. John H. Barber, Assistant Budget Officer. 

Mr. Brown of Missouri. Is there any way we could separate the 
income from the expense accounts in this figure? In other words, it 
seems to me we are getting income and expenses all mixed up. 

Mr. Barnes. There is only one item of income, which was the fig- 
ure I gave you. 

Mr. Brown. Could you give us the cost other than the interest paid 
to the Treasury ? 

Mr. Barnes. Yes; if I may just give this last figure and the total 
which makes it complete in this answer, this figure of $1,340,526 is for 
other charges and credits, leaving a total net expense for other charges 
of $19,723,180. 

Then a total of net charges to the revolving fund of $420,926,237 and 
— there is an uncommitted balance of the fund on March 31 of $119,- 
073,763. 

Mr. Mircuett. You don’t include the disaster loans in that com- 
mitment, do you? 

Mr. Barnes. This is the revolving fund itself. Yes, they are in- 
cluded, and the undisbursed commitments from all three programs are 
chargeable against the fund. 

Mr. Mircueiti. The total revolving fund is $625 million, is that 
correct ? 

Mr. Barnes. $540 million. That is the amount appropriated. 

Mr. MrircuHety. $500 million for the business loans and $125 million 
for the disaster loans. 

Mr. Barnes. Those are authorizations, but we are now talking 
about funds appropriated to the revolving fund which is a lesser figure 
under the authorization. 

Mr. Mrrcneti. Of the $19,723,000—how much of that is applied 
as administrative cost on the business loans? 

Mr. Barnes. We do not have it broken out and segregated by sep- 
arate programs. We can supply a rough subtraction of the figures 
given for interest and other expense from the total 





Mr. Evins. Is there a general picture which the committee can get? 
What I see here—is this a fair estimate of the picture presented, that 
$19,723,000 plus is the administrative cost for administrating all of 








OPERATION OF THE SMALL BUSINESS ADMINISTRATION 151 


the loans program? And that does not include interest paid to the 
Government; or does it ? 

What we are trying to arrive at is what is the administrative cost 
chargeable to the revolving fund for all of the loan programs 4 

Mr. Barnes. I am going to let Mr. Barber answer the question. 

Mr. Barser. Mr. Chairman, this $19,700,000-plus figure is “Other 
expenses, net.” The prime component thereof for those administra- 
tive expenses for the business and disaster loan program which are 
authorized to be transferred on an annual basis to our “Salaries and 
expense” account, to date the total amount including the amounts 
through the end of this fiscal year, including the amounts authorized 
for the entire fiscal year, is $31.1 million. 

Mr. Mrrcuey. Does that include interest costs to the Treasury ? 

Mr. Barser. No, I was going to give that as a second component. 

In addition, interest expense to the Treasury, plus a small amount 
of additional interest charges, $16.2 million. Writeoffs to date—— 

Mr. Evins. Losses? 

Mr. Barser. Yes, both business and disaster of a little over $700,000. 
Interest and fees income from business and disaster loans 

Mr. Evins. That is income, isn’t it ? 

Mr. Barser. Yes sir, but it was subtracted in arriving at the net 
amount chargeable against the fund. That figure is $29.7 million. 

Mr. Brown. These administrative expenses of $31.1 million—are 
they all chargeable to the handling of the business and disaster loans ? 

Mr. Barnes. That is a cumulative figure since the beginning of 
the agency. 

Mr. Brown. Since the beginning of the agency ? 

Mr. Barnes. Yes, sir; that is not an annnal figure? 

Mr. Brown. What is the annual figure right now ? 

Mr. Barnes. For the fiscal year 1959, apportioned is $9,950,000. 

Mr. Brown. In other words, roughly $10 million ¢ 

Mr. Barnes. Yes sir. 

Mr. Brown. In addition to that, do you have some of your ad- 
ministrative expenses in connection with business and disaster loans? 
Do you cover that out of the direct appropriations money ? 

Mr. Barnes. No; it is all chargeable—that portion of it. 

Mr. Brown. All transferred to the revolving fund as an expense? 

Mr. Barnes. Yes, sir. 

Mr. Evins. Has your administrative expense gone up for these 
loan programs over the years? It is now $9 million plus. Of course, 
you are doing a larger volume of business and you are making a 
greater volume of loans in all categories, but is your administrative 
expense mounting up and are you able to hold it level ? 

Mr. Barnes. The chart itself which is an accurate chart would show 
that proportionately now the expenses are less than when the volume 
was smaller. 

Mr. Evins. In other words, you can do a larger volume of business 
and make a greater number of loans without increasing your overhead 
expenses. 

Mr. Barnes. I think that is correct. I want to be sure that I gave 
a correct answer to Mr. Brown’s last question. Your question was 
answered correctly, Mr. Brown, because you referred merely to the 
loan program. My earlier statement that there were some additional 
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direct appropriations was also a correct statement because the pro- 
curement and technical assistance program and some of the others are 
financed by direct appropriations. 

Mr. Brown. On that. point, let us take your salary and the salaries 
of your key people in the Washington office. Is any portion of that 
chargeable to the rev olving fund ¢ 

Mr. Barnes. Yes sir; “it is prorated. All burdens of overhead 
charges are prorated. 

Mr. Brown. I am asking for information. You have had quite a 
bit. of experience in operating banks. This figure of $10 million rep- 
resents 2 percent of the total loan funds ? 

Mr. Barnes. Yes, sir. 

Mr. Brown. Or in bank terminology all the deposits, 2 percent over- 
head. Is that in line with the bank costs? 

Mr. Barnes. It is higher, sir, I would say generally speaking be- 
cause it is not accurate to compare a Government program with a 
bank program. 

Mr. Brown. How much higher would it be? 

Mr. Barnes. In a bank program in the first place the credit records 
are available for a number of customers and the cost of compiling 
information in connection with making a loan is relatively less, I 
would say. 

Whereas in a Government program each case must stand on its own 
feet and you have to build a complete credit file for each applicant 
and therefore it is bound to be more expensive. 

In addition, there must be in a Government program considerably 
more counseling and discussions with potential borrowers than there 
would be a nor mal program and this in an expense because it is time 
consuming and requires employees. 

Mr. Brown. How much more expensive do you suppose this is than a 
normal bank operation ? 

Mr. Rarnes. I would say probably twice as expensive. In all seri- 
ousness I want to say also that in a Government program considerable 
time is spent answering congressional inquiries and doing other things 
that are not normal to banking operations, which is nevertheless a 
charge on the program. 

Mr. Brown. I was trying to get some comparison and also let me say 
respectfully to the Administrator, I have seen a lot of banks spend 
an awful lot of time in conferences with boards of directors and that 
seemed to be a necessary function. 

Mr. Barnes. Yes, sir. I meant that very seriously, because a bank 

says “No,” if they have any further verification they may discuss it 
with their board of directors and then have it confirmed. 

In a Government program you say “No” and you begin then your 
refiling of the applications and you continue to work with a case. 
Y ou may not make the loan but also you are not able to stop work on 
it in the same way that you are in private business, and this should 
be recognized. There is considerably more correspondence about every 
individual loan from the nature of it, of the program and I think 
Congress would have itso. And this is an expense that is unavoidable. 

Mr. Mrrcuety. I believe there are two figures that would help very 
much if they could be arrived at; what proportion of these admin- 
istrative costs would be attributed to business loans plus the interest 
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charge that you must pay to obtain the money against the income from 
the interest’ of the business loans. 
Mr. Barnes. We can supply you that figure. 
Mr. Evins. It may be received at this point. 
(Material referred to is as follows :) 


DISTRIBUTION OF INCOME AND EXPENSE BETWEEN BUSINESS AND 
DISASTER LOAN PROGRAMS 


For some items, such as interest and fee income, the agency’s accounting 
system provides for the maintenance of separate accounts to reflect the amounts 
applicable to the business loan program versus the disaster loan program. On 
the other hand, it would be extremely difficult and expensive to maintain an 
accounting system which would permit an exact separation of administrative 
expense costs between the two programs. However, through a combination of 
accounts and statistics, it is possible to develop a distribution of each income 
and expense item between the two programs which, while partially estimated, 
is deemed to be reasonably accurate and sufficiently valid for the purposes 
involved. 

The statistical records which presently permit the distribution as referred 
to above were not available prior to July 1, 1957, and accordingly it is not 
practical now to attempt to distribute administrative expenses incurred prior 
to that date between the business and disaster lending programs. However, in 
order to be as responsive as possible to the questions concerning the net costs 
of the lending programs and the distribution of certain items, two statements 
have been developed, as follows. The first statement (statement A) reflects 
the net costs of the financial assistance activities (business and disaster lending 
programs) from inception of the agency through December 31, 1958. The net 
costs reflected on this statement necessarily differ in a number of respects from 
the chart item “Other expenses (net),” but the differences are essentially 
technical in nature. As will be observed, the operating loss through December 
1958 is $14.9 million. After making provision of $9.6 million for possible future 
losses on disbursed loans, the net loss chargeable to the revolving fund is $24.5 
inillion. In addition, $1.4 million of costs financed from direct appropriations, 
primarily financial counseling expenses prior to July 1, 1956, must be added to 
arrive at total net costs of $25.9 million attributable to the program operations. 

The statement B reflects comparable figures for the period July 1, 1957, 
through December 31, 1958, with a breakdown of the items involved between 
business loans and disaster loans. As stated above, the distribution of income 
and expense between the two programs is available only for this more recent 
period of time. Since the dollar amounts of income and expense for this 18- 
month period represent in excess of 50 percent of the totals for the approximate 
5% years of the agency’s existence, it is felt that this second statement ade- 
quately furnishes the relative costs of the two programs. As previously indi- 
cated, two important considerations must be kept in mind in appraising the 
figures. With respect to the business loan operations, substantial expenditures 
of time and funds are involved in the rendering of financial counseling as- 
sistance and in the processing of loan applications which are declined, which do 
not result in income-producing assets to the revolving fund. With respect to 
disaster loans, the maximum interest rate chargeable is 3 percent. In contrast. 
interest expense payable to the Treasury on net disbursements from the fund 
is currently 234 percent (and in fiscal year 1958 was 3% percent). Obviously, 
this program could not be a profit-producing activity. 
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STATEMENT A 





Statement of ine Financial assistance activities cumulative 
through Dec. 31, 1958, and period July 1, 1957, through Dec. 31, 1958 


1 
Cumulative | July 1, 1957, 
| through } through 

| Dee. 31, 1958 | Dee. 31, 1958 


Income: 





ar oe $23, 674, 714 oA R85 
Fees earned on deferred partici pation WIN. co co taanate aa nto a moans 1, 467, 877 7, 886 
Miscellaneous precede - i Ringel ab ene iciica nash tottd tech eaamennee 97,148 “62 516 
Total income_-_-_-.--_--- i scans nelhakes te hapgdis laeeie wi dacoveptiricl cao aeeggs nen ee 25, 239, 739 16, 28 25 84, O87 
Expense: 
Interest to Treasury on revolving fund disbursements__........-.-.__- 14, 030, 099 9, 562, 766 
Administrative expenses (including financial counseling expense begin- 
ning July 1, 1956) ‘ cane avin sheetesdaiapel macens seine malate inte 25, 712, 639 12, 302, 719 
Other operating expenses _--_- i ndeercininsiccxcaniljetelib cia ta elipes neeedeisegcaants tails tia 351, 667 SH, 574 
Total expense - es ik ibioccrncei ainsi oune maneieap aka e saan 40,094, 405 = 200, 059 
Operating loss.....--.------ ase ais ncarsekiapeenbn seen tober on doad aou imoplag oy lene cera 14, 854, 666 5, 915, 772 
Provision for losses: 
NEN sao Fa candod Av aenbeeeeteenmnmel sme enehaeee 5, 880, 090 3, 312, 699 
PIII. Fa oe ss eas ween cap eee eeennnnenbecibaauaeubee 3 770, 612 1, 071, 947 
Total provision ___._--- Pinca ikea ads sl i enon ta edetbdgase sari balan ation 9, 6: 50, 702 4, 384, 646 
Net loss, lending activities (under revolving fund).._.....--__..----_______- “24, 505, 368. | ~ 10, 300, 418 
Financial assistance expenses financed by direct  jaeanna nee (primarily | 
financial counseling expenses prior to July 1, 1956)- iatakvanne et alean 1, 410, 320 37, 066 
Total net costs, financial assistance activities. __.........-.....___.__--- 25 915, 688 10, 337. 484 





STATEMENT B 


Distribution of income and expense of financial assistance activities between 
business and disaster loan programs, July 1, 1957, through Dec. 31, 1958 












































Business Disaster Total 
loans loans 
Income: 
IN oo ig a ee eer ag s eeu $13, 648, 031 $1, 995, 854 $15, 643, 885 
Fees earned on deferred. pe articip: ation loans. ___---_.---- 577, 001 885 577, 886 
EE Ee pea ere Bet ey eee 57, 123 5, 393 | 62, 516 
‘Potel ineome......<..<... he dcqsuaehe pices aera At ania teas adalat 14, 282, 155 2, 002, 132 16, 284, 287 
Expense: ay : j Z 
Interest to Treasury on revolving fund disbursements -.-- 7, 225, 824 2, 336, 942 9, 562, 766 
Administrative expenses a $37,066 financed from 
direct appropriations) _- secon mutan hated neha ab mt vemes 9, 713, 479 | 2, 626, 306 12, 339, 785 
llier Operating Grpenees. 52 - «os =o osc cack ce neaee 327, 776 6, 798 334, 574 
RIN im Sd SG ais we cima meekad 3; 267, 079 4, 970, 046 | 22, 237, 125 
Rae ood es le nS Ss sais Se 2,984,924 | 2,967,914 | 5, 952,838 
SIT INNES Fo a a . waueh ue tame 3, 312, 699 1, 071, 947 4, 384, 646 
Net loss, financial assistance activities___.........__.-_- | 6, 297, 623 4, 039, 861 10, 337, 484 
' 


| 
———— — - nse — - 


Mr. Barnes. Offhand the rate of interest paid in the fiscal year 
1958 was 3% percent and in the fiscal year 1959 was 23 percent. 

I would like to say this thing also that in defense of the Adminis- 
tration of this kind of a program that a bank can set its own rates, 
both as to interest that they may charge and interest that they may 
pay. In a Government program, at least the way we operate it the 
rate we can charge on loans is fixed by statute and the rate we have 
to pay for our money to Treasury is fixed by the Treasury so that 
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there is not the ability to control the earnings and the profit that there 
is in a private lending program, and furthermore we pay interest 
on all the money that we use in our program, whereas in private bank- 
ing there is from time to time funds that can be loaned on which no 
interest is paid, short-term deposits and things of that nature. 

Mr. Mircuexy. Could you furnish those figures to us not only for 
this fiscal year but from the accumulated activity of the Small Busi- 
ness Administration to date, and also break it down into the disaster 
loan situation on the same basis? Could that be done, sir? 

Mr. Barnes. Yes sir, we will furnish you that on a schedule. We 
make this report every 6 months and copies have been filed with this 
committee every 6 months. 

Mr. Mircueti. You have not broken down the administrative costs 
between disaster and the business loans in these reports, have you? 

Mr. Barner. Yes, sir, it is my understanding that it has been. We 
are using this as a basis for comparing over the whole period. Each 
of those reports cover just a 6-month period but we can use that as a 
basis for providing what you requested. 

Mr. Evins. The staff will consider those reports, the portions of 
them to be included in the record, and Mr. Budget Officer you can 
amplify it for the record. 

(Material referred to will be found on pp. 153, 154.) 

Mr. Brown. This $540 million revolving fund, where did we get 
the figure of $1,100 million? What else goes in there ? 

Mr. Barnes. That is the authorization, and the authorization of 
course must exceed the amount actually appropriated. It is the top 
limit of the appropriation. 

Mr. Brown. I understand that. Now, let us try to arrive at the 
approximate or the authorization. We had $550 million for business 
loans. 

Mr. Barnes. Let Mr. Barber answer that. 

Mr. Barser. The business loan authorization is $500 million at 
the present time. 

Mr. Brown. $500 million ? 

Mr. Barper. Yes, sir. 

Mr. Brown. Plus $125 million for disaster loans ? 

Mr. Barser. Right, sir. 

Mr. Brown. Any other authorization ? 

Mr. Barser. $250 million for the small business investment activi- 
ties and $25 million for the contracting authority wherein the agency 
is authorized to take prime contracts and sublet to business firms. 

Mr. Brown. Have you ever used the $25 million ? 

Mr. Barnes. No, that is on a standby basis. That net totals $900 
million, the figure just given. 

Mr. Brown. It all totals $900 million ? 

Mr. Barnes. Yes, sir. 

Mr. Brown. And you would like to have another $200 million? 

Mr. Barnes. Yes, sir, the $200 million increase requested would be 
all for business loans since there is ample room in the other programs 
in the authorization now existing. 

Mr. Brown. Let us take the $250 million authorized for the small 
business investment companies, how many charters do you expect to 
grant to licensees this year, within the next 12 months? 
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Mr. Barnes. It is difficult to estimate exactly with any accuracy. 
As I said in my opening statement 

Mr. Brown. Would you make a guess? 

Mr. Barnes. My guess is around 200 companies. 

Mr. Brown. They won’t all avail themselves of the $150,000 capital 
from the Government? 

Mr. Barnes. No, sir. 

Mr. Brown. But if they all did it would run $30 million would 
it not? 

Mr. Barnes. If you assume they are all minimum companies. 

Mr. Brown. All they can get in original capital. It doesn’t make 
any difference how large they are, that amount is $150,000. 

Mr. Barnes. Yes, sir. 

Mr. Brown. And if they all avail themselves of that, 150 times 
200 would be $30 million ? 

Mr. Barnes. Yes, sir, but they can also get section 303 loans up to 
half of their capital and surplus, and you heard some of the gentlemen 
testify yesterday that they were going to sell their own securities for 
$5 or $7 million and under the statute as already written under the 
section 303 loans they can obtain loans to half of their capital and 
surplus. 

Mr. Brown. Do you plan to make that readily available to them / 

Mr. Barnes. Yes, sir. 

Mr. Brown. That section of the authorization though, the $250 
million isample for the foreseeable future ? 

Mr. Barnes. We believe that for the next year there will be ample 
funds within that program. 

Mr. Brown. That 1s direct loans that the Small Business Adminis- 
tration has been making? 

Mr. Barnes. There is ample authorization. We are making a budget 
request. 

Mr. Brown. On direct loans, did you feel when the Congress 
passed the Small Business Investment Company Act that eventually 
the small business investment companies would be making most of the 
loans that the Small Business Administration had been handling on 
a direct basis / 

Mr. Barnes. No, sir. 

Mr. Brown. Do you feel that there will be substantial need for di- 
rect loans from, the Small Business Administration for a long, long 
time ? 

Mr. Barnes. Well, I don’t know. I won't say a long, long time. In 
my opinion a statement I made was that one of the factors which may 
influence the business loan program was the investment activities of 
the investment companies, that it was too early to say how many loans 
they would make or how much financing they would do that would 
have an impact by lessening the demand for public loans. I personally 
think there will be some impact but once again there is a difference 
between credit and equity capital and the business loan program is 
essentially a credit program. There is an intermediate or long-term 
credit program but it is not an equity capital program. 

Mr. Brown. You feel that the small business investment company 
program is essentially an equity program ? ’ 

Mr. Barnes. Yes, sir. 
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Mr. Brown. In other words, as you are viewing, is it fair to say 
that you are writing off the direct, the long-term loan part of the 
program in the act? 

Mr. Barnes. No, I am not writing it off because there are some com- 
panies that have applied and intend to make loans and nothing else 
and as I said in my opening statement we believe they should be 
encouraged. 

If I was operating an investment company myself as a manager 
I would in many of the transactions make both a loan and buy some 
of the convertible debentures, and I think many of the companies 
will do that and they may do it under the law. 

Mr. Brown. You agree with the Congress that there is a need for 
both long-term loans and equity capital in small business? 

Mr. Barnes. Yes, and I must keep in mind that some 85 percent 
of the business units in the country are not incorporated, and the only 
way that an investment arg, can deal with them is either to make 
them a loan or insist that they incorporate. I don’t think that this 
is a major problem. If a man wants to finance or increase his busi- 
ness he is usually willing to incorporate if it is necessary to get the 
funds. 

Mr. Brown. There wouldn’t be a necessity for him to incorporate 


just to get a loan from the small business investment company, would 
there? 


Mr. Barnes. No. 

Mr. Brown. Right now how much money is coming back into the 
revolving fund in the form of repayments, monthly or annually? 

Mr. Barnes. At the present time repayments on both business and 
disaster loans is running between $8 million and $9 million a month. 

Mr. Brown. In other words, about $100 million a year? 

Mr. Barnes. Yes, sir, in excess of $100 million a year and during 
most of the past year we have been receiving applications in excess of 
850 a month and have been approving around 450 to 500 a month. 
Our approvals, the total approvals have been in the neighborhood of 
$20 million a month. 

Mr. Brown. In addition you have authority to sell some of those 
loans to private investors ¢ 

Mr. Barnes. Yessir. 

Mr. Brown. Now this point and then I have got exactly what I 
wanted here. 

Mr. Barnes. May Mr. Kelly come up here? 

Mr. Evins. Mr. Kelly you may pull up a chair and identify your- 
self for the record please. 

Mr. Ketriy. My name is Albert Kelly, Deputy Administrator for 
Financial Assistance. 

Mr. Barnes. We are going to supply for the record the informa- 
tion about selling the loans which Mr. Kelly is in charge of. 

Mr. Brown. All I need right now is that you do have the authority 
and can sell them ? 


Mr. Barnes. Yes sir, but Mr. Kelly just informed me that very few 
had been sold during the past year. 

Mr. Brown. I understand that. For 2 days I think we have learned 
that as far as the loan program in the Small Business Investment 
Company Act is concerned, that what is worrying a lot of these people 
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is how to get leverage into the small business investment company and 

how to get a secondary market. What would be your opinion of grad- 

ually, or over a period of years, utilizing the Small Business Admin- 

istration revolving fund as a secondary market where they could pur- 

ae these loans and even sell them to private investors as they could 
sold ? 

Mr. Barnes. I would like to—that is really two questions. 

In the first place, some of the loans that we have on our books we 
think investment companies possibly might be interested in assum- 
ing the financing in one way or another. There are companies that 
have been successful and they are apparently going to be increasingly 
successful in the years ahead and although they have been financed 
once by us they have now grown again and they need further financing. 

Just for our own edification we have screened a number of these 
loans and we think we have a couple of thousand loans or more that 
would fall in this category and this would be up to the management 
of the investment companies themselves. We haven’t seen any, we 
haven’t made those loans available to investment companies. There 
is nothing in the record that indicates, no congressional statements 
to indicate, what we should or should not do about these loans. 

Now as to the use of the revolving fund as a secondary market, if 
you mean by that should we buy or take the paper of the investment 
companies that have financed companies? 

Mr. Brown. On loans. 

Mr. Barnes. On loans? I think it would be a doubtful situation 
that this would be a very big activity because as long as the Small 
Business Administrator’s rate is fixed at 514 percent by statute and 
the management of the investment companies have a right to fix their 
own rates which they should within the ranges which we approve, 
many of the individuals that actually seek loans, there is continually 
an attraction to our own loan program obviously, if for nothing else, 
the low interest rate. This may not be true where the investment 
company is advanced upon a loan and financing through the purchase 
of convertible debentures. 

Now as to the somewhat broader question as to whether the revolv- 
ing fund should be used to assume convertible debentures—— 

Mr. Brown. No, I did not mention that. 

Mr. Barnes. All right, then I won’t answer it, sir. I wish you 
would ask me. 

Mr. Brown. All right, I will ask you. What do you feel that the 
Government should do to encourage a secondary market for these 
small business investment companies ? 

Mr. Barnes. You are thinking solely in terms of the loans? 

Mr. Brown. This question involves—we got into the loans. 

Mr. Barnes. Yes. 

Mr. Brown. You say the stumbling block is on interest and Con- 
gress would have to do something about that ? 

Mr. Barnes. Yes. 

Mr. Brown. But on the whole picture you would agree that it is 
going to be a problem for the small business investment companies to 
get a secondary market? 

Mr. Barnes. Yes. 
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Mr. Brown. What can the Government do to help solve that prob- 
lem ? 

Mr. Barnes. You can enact changes in the law along the line that 
I recommended originally authorizing us to, through our regulations, 
to deviate from just convertible debentures and loans and set up an- 
other type of security. Then we can work with the funds and the 
insurance companies, the pension trusts, and others that would be the 
normal market for such types of securities. 

My own view is that at the present time it has not been demonstrated 
that there is not a secondary market. You heard testimony yesterday 
from the gentleman from Atlanta in which he said he had already 
talked with an insurance company and they had their arrangements 
made. You heard testimony from Mr. Ruvelson from Minnesota in 
which he said that they planned to do this but he did not think they 
were ready yet to talk to insurance companies. I believe he was 
right because the insurance company would normally want to see the 
type of business they were actually doing. They would want to look 
over their portfolios and they would want to see what type of security 
they had. 

5 ped have talked with insurance companies, as has Mr. Read, 
and their attitude is one of interest, one of observation of the pro- 
gram and I cannot make a general statement about the insurance 
companies because generally speaking the individual company is go- 
ing to have to conduct its business in such a way as to inspire confi- 
dence on the part of the insurance companies so that they will take 
their security and that is the way it should be. 

A convertible debenture or this type of security is unsecured. It 
is a little more than a note or a promise to pay and it is worth just 
about what the maker of the security is worth and as he conducts his 
business it becomes valuable or not valuable. 

In my opinion it would not be desirable to set up a Government 
basket in which these securities could be placed. This would result 
merely in the unattraction for undesirable securities of companies 
going in there. 

Mr. Evins. Do you feel that the program has not reached the level 
yet where there is a necessity for the Congress to create at least a re- 
volving fund ? 

Mr. Barnes. That is right. 

Mr. Evins. There are several possibilities, the use of the revolving 
fund and the experience with insurance companies and other financial 
outlets. 

Mr. Barnes. Yes, and we intend to continue to work with it. We 
think it would be a little more desirable to have more flexibility in 
setting up the security. 

Mr. om If the authorization for the revolving fund is in- 
creased and an enactment were made that the fund could be used to 
a limited extent for that purpose; is that right? 

Mr. Barnes. Yes; in the sense that we would continue the financing 
of the companies themselves, and it has that effect. 

Mr. Evins. You are exploring the possibilities ? 

Mr. Barnes. Yes, sir. 


Mr. Brown. This is not a question, Mr. Chairman. It is a state- 
ment. 
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On the basis of the hearing that we heard, the hearings we held in 
November of 1957, I would caution anyone about getting carried away 
with the possibility of a secondary market in existing private sources 
right now. The insurance companies, the banks, everybody, told us 
there is not or was not at that time any need for any small business 
investment company because the sources were adequate, that every- 
body was getting all the money he really needed if he could prove 
that he was worthy of it. 

I checked with an insurance company counselor myself last night 
and he had just left a meeting in which they had turned down 43% 
bonds, gilt-edged corporate bonds. I just wonder if that same counsel 
would rec ommend buying some securities of the small business invest- 
ment companies in their present mood. Now, I hope we can arrive at 
it through private sources, and I hope it won’t be necessary for Gov- 
ernment to do anything in that respect, but we found it necessary to 
do something in connection with small business investment companies 
because the sources were not adequate. 

Now, if this thing should die aborning because of a lack of a sec- 
ondary market the Government has not done the full job by encourag- 
ing small business investment companies, and maybe we had better 
look at the superstructure too and not take anything at face value. 
Maybe we had better make sure that all of these optimistic expecta- 
tions are going to be realized or this thing could be in trouble. 

Mr. Moore. May [ask a question ? 

Mr. Evins. Mr. Moore. 

Mr. Moore. Where are you getting in this program if you cause the 
Government or expect it to put up 50 percent of the capital of a 
small business investment company and then you must provide the 
secondary market that Mr. Brown is interested in? Couldn’t we just 
eliminate this company idea which is using the Government money, 
using the secondary market provided by the Government? Why do 
we need it at all? 

Mr. Barnes. You certainly wouldn’t if they had that system, but 
my view is that there are tremendous numbers of people in this coun- 
try with funds ready, willing, and able to invest. I think anyone 
observing the stock market sees the tremendous investment pressures. 
You have immense funds, institutionalized funds flowing into various 
places, through pension funds and insurance trusts and so forth. 
Now, these investors have an obligation to place their money safely, 
yes, but it is possible to apportion a percentage, even a small one, to 
spread it back in a way that some of it would go to the smaller com- 
panies. They do it to a certain extent through. policy loans. 

My own observation with the people that I have talked with, with 
managers of pension trusts and insurance companies, indicate they 
are not unfriendly to the act. They are not unfriendly to investing. 
They see this as a way that perhaps they can do something. 

I want to say that they have a problem themselves in that none 
of those people, or very few of them at least, their staffs are not so 
organized that they can supervise the multitude of loans to small com- 
panies but if the investment companies that we are creating under this 
act provide that loan supervision, that management assistance, that 
by going on the board of directors and doing other things they give 
reassurance to the investors and to me then the problem is largely 
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solved. I think this committee could well say that this is not the time 
to make up your mind about it. Let us see 100 or 150 companies organ- 
ize. Let us let them operate. Let us let them try to sell the securities 
and then let us call in the institutional investors and the others and 
see if they are not buying these securities, why they are not, and then 
we can get. some positive answers which at present I don’t believe it 
is possible to give a positive answer on. 

Mr. Evins. I think your point is well taken in some respects. But 
the committee is trying to explore the reasons why the program is not 
effectively operating and that was pointed out as one possibility. 

Mr. Brown. The gentleman from West Virginia did not intend 
to leave the record like that, lam sure. Under this act the Government 
does not put up half the capital. We had companies of $1 million 
capital where the maximum the Government put in is $150,000 in 
capital. 

Mr. Avery. I think that is true and in this specific instance I don’t 
believe they are the type of company you will worry about because 
they have not had any trouble. 

Mr. Brown. And they will not do it with either. I think we must 
look down the road and simultaneously explore these sources so that 
we will help them before they get locked in and get into trouble so 
that we will have some modus operandi. 

Mr. Avery. It seems to me that if we have got companies that 
of their own initiative have raised $1 million capitalization that 
probably we could perform no greater service in the Congress of the 
United States than to let their own initiative alone and allow them to 
continue to take advantage of this act as they have, as they now inter- 
pret it to be and as they have gotten where they have without the 
aid of the Government funds, and I think we will never have any 
problem with them. 

Mr. Brown. On this point if I may say this, if these companies that 
have not availed themselves of the capital available from the Govern- 
ment or any loans available to the Government, they are not doing any- 
thing now that they could not have done before this act was passed. 
They could have been in this business all the time, but the fact is that 
they did not get into it, and until we focused the attention of the coun- 
try on this problem they didn’t. 

Mr. Avery. We created 

Mr. Brown. We created the interest. Isthat right? 

Mr. Barnes. Yes, sir. 

Mr. Brown. We have created the interest and let us help this “baby” 
along to crawl, to walk and to grow, and without interfering with the 
free enterprise system. 

T can see it is cheaper to handle loans through private enterprise than 
it is through the Government, but let us just encourage all that we can. 

Mr. Evins. Mr. Avery. 

Mr. Avery. Thank you, Mr. Chairman. Mr. Administrator, you 
have reported on the rate of your loan applications. In the history of 
your administration have you noticed any relationship areas of high 
economic activity compared to others that were not so high ? 

Mr. Barnes. Yes. 

Mr. Avery. Have you noticed any relationship between the number 
of applications in relation to the level of business activity? As busi- 
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ness activity slows down do you get more applications or as the eco- 

nomic level goes up do people become more optimistic and more in- 

— in developing their businesses and the new loan applications 
icku 

? rg Barnes. We havea chart that would show that. It isaseasonal 

activity. It is ascertainable. 

There is usually an increase in activity if in very prosperous times 
if the private banks have been making loans and their portfolios are 
fairly full, they may make referrals to us if they do not have avail- 
able funds. 

Mr. Brown. You said that is in fairly prosperous times. 

Mr. Barnes. Yes, sir. 

Mr. Brown. Because at the local level their own policy has been 
liberalized to the extent that they have made the money available. 

Mr. Barnes. Yes, sir; I think that is true and if they are restricted 
in their lending by any reason they tend to refer their customers that 
they believe should have financing to us. 

Mr. Brown. Is there anything on that chart you would like to point 
out in that connection ? 

Mr. Barnes. This chart shows the number of business loan applica- 
tions received by the month during the last 3 fiscal years. 

The red dotted line shows the fiscal year 1957. 

The black dotted line shows the fiscal year 1958. 

The green solid line shows the fiscal year 1959. 

There is somewhat of a seasonal pattern during each of the years. 
I think it is clear that the level of activity since March of last year, 
with the exception of one holiday month in December which was also 
a short month in the terms of working days has been above the level of 
any of the preceding years and fairly substantially above. 

r. Evins. Let the chart be filed in the record. 

(The chart referred to follows:) 
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Mr. Avery. Which would reflect an expanding volume of business. 

Mr. Barnes. Yes, sir, and it reflects the somewhat more straitened 
situation last year. 

Mr. Avery. You stated a while ago you had a monthly repayment 
rate of about $8 million to $9 million a month ? 

Mr. Barnes. Yes, sir. 

Mr. Avery. Have you broken that down to determine whether 
those repayments were made out of earnings or out of refinancing ? 

Mr. Barnes. Most of them were out of earnings. 

Mr. Avery. Most were out of their earnings? 

Mr. Barnes. Yes, sir. 

Mr. Avery. You made a brief reference to applicants who were 
coming back for their second loan and had been in the negotiation 
stage now. 

Mr. Barnes. I did not say exactly that. I said it was apparent 
that some of the loans now on our books were with companies that 
were continuing to grow and expand and probably would need other 
refinancing. We have a fairly small number coming back the second 
time or for an increase in their outstanding loan. 

Mr. Avery. You do have authority in existing law to refinance ap- 
plicants, do you? 

Mr. Barnes. Yes, sir. 

Mr. Avery. There has been some reference made to administra- 
tive cost. I recall, you are charged with the liquidation of the old 
RFC. How is it reflected in the figures you gave? 

Mr. Barnes. That is not reflected in the figures that were given. 
There is a separate report and we report separately to the Appropria- 
tions Committee for it. 

I have good reports to make on how the work is being done. We 
have now reduced the RFC loans outstanding to only a few hundred, 
less than—about 300 loans—376 RFC loans. 

We took over the disaster loans from the RFC in 1955 and there 
were a number of them that were delinquent. We have considerably 
reduced the delinquencies and a great many of them are now paid off. 

Mr. Avery. You said they were disaster loans? 

Mr. Barnes. Yes, sir. 

Mr. Avery. They were disaster loans to small businesses ? 

Mr. Barnes. No, they were disaster loans that the RFC made at 
the time of the Kansas City disaster and at other times. 

Mr. Avery. The administrative cost of the RFC is in no way in- 
termingled with the figures you earlier submitted to the committee, 
are they ? 

Mr. Barnes. No, sir. 

Mr. Avery. That is all, Mr. Chairman. 

Mr. Evins. Mr. Mitchell. 

Mr. Mitcuety. You quoted on page 9 of your statement: 

The Bureau of the Budget has advised me that it has no objection to the 
presentation of these legislative changes to the Congress. 

Do we understand by that, that the Bureau of the Budget and the 
executive department have approved this item concerning the increase 
in the revolving fund ? 

Mr. Barnes. Yes, sir. 
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Mr. Mrrcnett. Thank you. I would like to ask some question of 
you Mr. Kelly, or you, Mr. Barnes, if you would rather answer them 
concerning the direct loan to small business concerns and participation 
loans. It is concerning the collateral requirement. 

Does the Small Business Administration make any loans in which 
they do not require collateral, Mr. Kelly # 

Mr. Ketty. If by collateral you mean 

Mr. Mircuety. Collateral or other security. 

Mr. Ketiy. No, we require collateral or security of some form in 
every loan we make. 

Mr. Mircue.u. In every loan you make? 

Mr. Ketty. Yes, sir. 

Mr. Mitrcuetit. What generally are the collateral requirements as 
to — ratio between the value of the collateral and the value of the 
loan ¢ 

Mr. Ketry. That is a matter of judgment left to the creditman’s 
determination. In instances where there is a basic earnings record 
and a good management record you mention only secondarily the col- 
lateral and as a general rule we look primarily at earnings and earn- 
ings capacity rather than to the collateral. 

Mr. Mrrcue.. In your wide experience have you run into any loans 
that you think would be of such sound value as to reasonably assure 
repayment without collateral ? 

Mr. Ketty. Yes, sir; one of the most popular programs is the lim- 
ited loan participation program and that is one in which we take only 
what collateral seems sound and in many cases we are looking almost 
exclusively to the earnings capacity. This is limited to a $15,000 
exposure for the Small Business Administration’s portion and we feel 
that this has been one of the most beneficial programs for truly small 
businesses. 

Mr. Mircneti. Have you ever made a loan on this program on 
which you did not require some collateral, either collateral or other 
a in every instance even though limited in amount in some 
cases 

Mr. Barnes. May I answer that? 

Mr. Mircuety. Yes. 

Mr. Barnes. Maybe an endorsement from a relative, other than 
fixed assets or a mortgage. 

Mr. Mircnetyu. 1 am speaking of security when I mentioned that. 
What is your understanding toward the intent of Congress on this? 
Do you think Congress means you might make some loans without 
security ? 

Mr. Barnes. Let me answer that. The language used in our act 
was almost word for word the same language set forth in the RFC 
Act and it has been construed for a period of 10 years and so long 
that it could be almost be considered to be adopted by Congress. I 
mean the executive conclusions to have been adopted by Congress, 
and we believe that security is required on these loans. We have 
deviated from that only in connection with the limited loan partici- 

ation plan and there only to the extent that we take what security 
is available and are generally satisfied with whatever valuation is 
placed on the security by the bank that participates in the loan and 
that is because the bank is capable of reviewing the loan, and fre- 
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quently retailers are involved and have as security only their fixtures 
and the important aspect of the loan is a constant review of their 
bank balance and their current activities. 

Mr. Mircnetyi. Concerning what you spoke of as the intent of the 
Congress in the wording of the act, and to get this in the record and 
for the purpose of my next question, I believe that section 7 (a) (7) 


of the Small Business Act of 1958, Public Law 85-536 provides 
that— 


All loans made under this subsection shall be of such sound value or so 
secured as reasonably to assure repayment. 

That is true, is it not, sir? 

Mr. Barnes. Yes, sir. 

Mr. Mircuetxt. That is on business loans from the Small Business 
Administration. I would like to call attention to an act that Con- 
gress has passed lately, the Small Business Investment Act of 1958. 
I believe in the provision there for small business investment com- 


panies making loans to business it is provided in that Public Law 
85-699 in section 305(e) that— 


Any loan made under this section shall be of such sound value, or so secured, as 
reasonably to assure repayment. 

I believe that is correct, is it not? 

Mr. Barnes. Yes, sir. 

Mr. Mircuety. I would like to go a step further in what Congress, 
in the same act in section 502(1) concerning loans to local develop- 
ment companies, said, where Congress stated : 


All loans made shall be so secured as reasonably to assure repayment. 


Do you not see a difference there in the meaning in those situations 
by the act stating that the loans to local development companies are 
to be mortgaged loans secured ? 

Mr. Barnes. Yes, secured by mortgages on real property. 

Mr. Mircueti. And there is an obvious reason for it? 

Mr. Barnes. Yes. 

Mr. Mircuety. The development companies are mostly nonprofit 
organizations and do not have past earnings records ? 

Mr. Barnes. Yes, and in the case of the other we construe that 
more liberally but we construe the “or” to mean “and,” and that some 
security is required. We have not—let me be certain before I answer 
this. Yes, that is right. 

Mr. Mircuett. I believe that in the section you mentioned “or” 
being construed as “and’”—TI believe in section 305(e) the term “or so 
secured” actually was set off in commas? 

Mr. Barnes. Yes, if you say so I will accept that. 

Mr. Mircuetyi. Did you have any further observation you, wished 
to make ? 

Mr. Barnes. No. I think we have not as yet adopted any con- 
struction of the language in the Investment Act as applied to invest- 
ment companies and we will wait and look at their activities before 
we place this construction. I think most of them as a general prin- 
ciple will follow somewhat the same interpretation, however. Mr. 
Ruvelson stated yesterday that they intended to. 

Mr. Mrrcue.t. I believe Mr. Fraser mentioned just about the oppo- 
site, did he not? 








OPERATION OF THE SMALL BUSINESS ADMINISTRATION 167 


Mr. Barnes. Yes, he did. 

Mr. Mircue.t. That his primary interest was in past earnings and 
personal integrity ? 

Mr. Barnes. Yes, sir. 

Mr. Mrrcuett. Is it not true in banking experience that banks every 
day make small business loans within their short-term requirements 
to small business, based solely on personal integrity, past earnings 
records, the possibility of future earnings records without requiring 
any security $ 

Mr. Barnes. Yes, sir; short-term loans. 

Mr. Mircne yu. The vacuum we are supposed to fill with this act 
is the long-term loan that cannot be filled by Banks? 

Mr. Barnes. Yes. May I say that a bank is in a different position 
than a Government agency would be. It is usually their customer. 
They have his balance and they have dealt with him and his balance 
which they can follow from week to week or month to month, and 
thev have dealt with him for a number of years, whereas a Government 
agency is not in the same enviable position in dealing with a bor- 
rower on any unsecured loans. 

Mr. Mircuett. You would have the bank’s experience on partici- 
pation loans, would you not? 

Mr. Barnes. Yes sir. 

Mr. Ketiy. A bank normally grants short-term notes not on earnings 
and experience, the operating statement, but on a balance sheet. They 
look at a balance sheet which is a snapshot of the firm and they can 
tell from the receivables and the inventory as to whether or not a 
short-term note is indicated. 

Mr. Mircuetit. Do you not require them to furnish balance sheets 
before you make any loans? 

Mr. Ketry. That is correct, but we look primarily to the earnings 
statement. The banks in short-term credit look primarily to the 
balance sheet exclusively or the earnings statement. 

Mr. Mircuetit. Do you make small business loans, direct loans 
for real estate improvements for small business concerns ? 

Mr. Ketty. Yes we do, very frequently . 

Mr. Mircnett. What is the payment, the period of repayment on 
a loan of this type? 

Mr. Keury. It is not at all uncommon to go to the maximum 
maturity of 10 years. 

Mr. Mircnetzt. Do you make any attempt in counseling or assist- 
ing these businessmen to try to find a source for mortgage loan money 
when a small business concern applies for, say a real estate loan, that 
you feel that you cannot handle? In other words, do you attempt 
In anyway through counseling and advice and assistance to provide 
the needs when you feel you cannot do it ? 

Mr. Ketiy. Yes sir, and in the past we have even given advice 
concerning equity capital. Every bank has the “Blue Book of Invest- 
ment Company Banks of America” and which they have used fre- 
quently in an effort to get the previously invested sources of money 
and venture capital together with the deserving, needy individual. 
And we carry it one step beyond the mortgage money need. 
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Mr. Evins. In regard to the loans that Small Business Adminis- 
tration has made and which are pointed out by the charts, I don’t 
believe you show too clearly the number of loan ny Rete declined. 
How many loan applications have been declined by the Small Busi- 
ness Administration since its inception ? 

Mr. Ketty. If I may show you another chart it will show the 
approximate percentage that is maintained over the 5 years that we 
have been in business. 

Mr. Evins. All right, sir. 

Mr. Ketuy. This is the ratio of approval to total applications acted 
on on all business loans, Mr. Chairman. The blue bar at the bottom 
of the chart indicates percentage of approvals. 

The yellow bar is the percentage of declines. 

The top line representing 100 percent and each of the other lines 
representing 10 percent through 100 percent. And you can see that 
it has maintained over a period of time between 50 and 60 percent, and 
with the trend slightly upward and I think you can see a blight upward 
trend over a period of the last 3 years, percentage of approvals. 

Mr. Evins. You have approved 50 percent or more according to 
the chart showing the minis of applications for loans received ? 

Mr. Ketty. Yes sir. 

Mr. Evins. There was one period in there in which there was a 
drastic decline in loans. What was the factor involved there? 

Mr. Barnes. I am glad to answer that one, sir. That was a period 
in April of 1957 when our authorization and appropriation ran out 
and we were processing the loans and took action on them, every- 
thing except the final action, so we continued to work at it and the 
next month the figure jumped up because Congress appropriated the 
funds and we signed the papers on all the loans processed. 

Mr. Evins. Over $350 million of loans through March 31. What 
percentage of those loans will be bank participation loans? 

Mr. Ketty. Approximately 65 percent. 

Mr. Barnes. Our approval rate has been running about 58 percent 
during the past year. 

Mr. Evins. We would like that chart in reduced form if you could 
supply it to place it in the record. 

fr. Kenny. Yes, sir. 

Mr. Evins. And will you break down for the record the geographi- 
cal distribution of the loans by area, if possible? 

Mr. Ketry. Yes, sir, we can do that. 

(Charts referred to are as follows:) 
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Mr. Evins. Counsel suggests that you might give us generally the 
reasons for rejection. : 

Mr. Ketiy. Would you like that tabulation statistically correct or 
would you like just the observations on it at the present time? 

Mr. Barnes. That is set forth in the semiannual report each 6 
months and there was one through December of this past year. 

Mr. Evins. Would you put that in the record in a statistically cor- 
rect tabular form. 

Mr. Ketty. Yes, sir. 

Mr. Evins. Are there any other questions? Mr. Brown? 

Mr. Brown. No, sir. 

Mr. Evins. Mr. Moore? 

Mr. Moore. No further questions, Mr. Chairman. 

Mr. Evrns. Mr. Avery ? 

Mr. Avery. No, sir. 

Mr. Evins. Thank you very much, gentlemen. 

We now have as our next witness, Mr. Gary E. Lilly from Des 
Moines, Iowa. 


TESTIMONY OF GARY E. LILLY, SECRETARY-TREASURER, CARS, 
INC., DES MOINES, IOWA 


Mr. Litty. Mr. Chairman and gentlemen of the committee, my 
name is Gary E. Lilly and I am secretary-treasurer of Cars, Inc., a 
Volkswagen dealer in Des Moines, Iowa. 

I have been asked to testify before your committee regarding ex- 
eriences I have had in connection with attempts at obtaining a small 
usiness administration loan in connection with a business operated 

by me and a fellow owner in Des Moines, Iowa. This business is a new 
car dealership dealing in the sales and servicing of Volkswagen 
automobiles. This business was first commenced in April of 1955 on 
leased premises and for the balance of this year our total sales were 
$141,835.70. This represented the sale of 52 new automobiles, plus 
servicing. Our total wages paid were $11,337,12 and we had at this 
time three employees. 

In 1958, our fiscal year just completed, we had total sales of $655,- 
525.93 and sold a total of 264 automobiles, together with servicing. 
The total wages paid during this fiscal year of 1958 were $77,915.22 
and we had in our employ 17 persons. 

Projecting our present fiscal year, we anticipate sales of $800,000 
and wages of approximately $90,000 for 20 employees. The business 
continues to be operated on leased premises. 

Approximately 1 year ago we learned by public announcement that 
there would be a freeway constructed across the city of Des Moines 
and the right-of-way for this Federal and State project would necessi- 
a the taking of the premises on which our business has been oper- 
ated. 

Upon learning of this, we immediately contacted various realtors in 
the city of Des Moines and commenced a long period of investigation 
of various available properties for rent, for sale or for possible 
construction. 

Our present rent on the premises we occupy is $600 per month. 
Any structure of comparable size would have entailed a lease price at 
least $200 higher than we were paying. In addition, because of our 
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ever increasing operation, we found that we must have a structure of at 
least 40 percent greater size. 

After many months of discouraging results, we determined that 
the best solution would be to obtain land and build our own building 
tailored to our needs. The more than a dozen realtors who worked 
with us assured us that this was probably the only way we would find 
a location for our business in view of the impending freeway. 

I wish to emphasize that there could not be any greater emergency 
in our particular business than that of finding ourselves without 
proper facilities for carrying on our business and in the proper loca- 
tion. The impending condemnation threatens the very existence and 
continuation of our automobile dealership. 

Therefore, we decided in January of 1959 to investigate the possi- 
bility of obtaining a Small Business Administration loan for the pur- 
pose of constructing a building to house our dealership. After mak- 
ing preliminary examination and finding no one who could give us the 
information we sought, we contacted our attorneys who advised con- 
sulting with the banking institutions of Des Moines. 

The majority of the largest banks in Des Moines were contacted and 
the question of Small Business Administration loans was discussed. 
We were advised by our attorneys that the obtaining of a Small Busi- 
ness Administration loan was at best a monumental task and that the 
paperwork was so voluminous and the time involved so great that such 
a loan was not to be recommended. We had advised our attorneys 
that July 1, 1959, had been set as the date on which the freeway au- 
thority would take over this property by condemnation or otherwise. 
Our attorneys advised that the length of time necessary to process a 
Small Business Administration loan would not leave sufficient time 
for the construction of a new building for our use. 

The attitude of the banks in Des Moines seems to be uniform in 
that they would prefer not to make Small Business Administration 
loans. The only factor that seemed to be in the favor of a Small Busi- 
ness Administration loan was that such loans could extend over longer 
periods of time. Reasons given by the banks were that the paperwork 
was too voluminous, the time lapse too great, that the Small Business 
Administration required the banks to guarantee that there had been 
no change in the financial position of the applicant company between 
the original application and the date of making the loan, which was 
a responsibility the banks were not willing to assume. 

And that the sharing of interest between the Small Business Ad- 
ministration and the banks reduced the desirability of the loan; that 
the monthly reports required were burdensome; that in most cases the 
requirements of the Small Business Administration were more strict 
than those of the bank involved and that the companies which needed 
help and were eligible under the Small Business Administration re- 
ere could obtain the same financing through their bank di- 
rectly. 

In view of the fact that our business was growing very rapidly, our 
net worth position was such that obtaining bank financing over the 
sufficient period of time to construct a new building was virtually 
impossible. 

Therefore, on February 16, 1959, I wrote to Mr. Wendell Barnes, 
Administrator of the Small Business Administration, and indicated 
to him that I had been advised by my local attorneys and by the banks 
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in Des Moines that the above problems existed in obtaining a Small 
Business Administration loan. I indicated to him that I would like to 
know if these problems did exist, and if they did, I would drop the 
matter. 

I did not hear directly from Mr. Barnes. However, I had sent copies 
of my letter to Representative Neal Smith from Des Moines and to 
Senator Thomas Martin from Iowa and either these gentlemen or Mr. 
Barnes forwarded a copy of my letter to Mr. Kenneth Fairall, local 
Administrator of the Small Business Administration, whose office 
was then located in Des Moines. 

Mr. Fairall called me and suggested that I stop down to visit him 
about my letter and generally about Small Business Administration 
loans. I stopped in at Mr. Fairall’s office the following Monday, which 
TI believe was February 23, 1959. Mr. Fairall discussed my problem 
in general terms with me and indicated that the collateral required by 
the Small Business Administration was at least on a 1 to 1 basis. 

He indicated to me that the Small Business Administration was 
governed by the same laws that banks are; that one of the chief ad- 
vantages of the Small Business Administration was that their collat- 
eral requirements were less in that the banks would require two to 
two-and-a-half to one collateral ratio; that the Small Business Ad- 
ministration could loan for a longer length of time than the banks; 
that banks were generally limited to loans of 2 to 214 years; that he 
was aware that Des Moines banks did not appear to be very anxious 
to make this type of loan but that in other parts of the State he was 
not experiencing the same difficulty; that loans could not be based 
upon inventories unless the same were in a bonded warehouse and that 
it might be well for us to contact a small-business investment firm, al- 
though he indicated there were none in existence in the State of Iowa 
at the time; that such an investment firm was in the process of forma- 
tion in Cedar Rapids and that possibly this might be a source for us 
to contact. 

I left this conference with Mr. Fairall of the Des Moines office of 
the Small Business Administration with a feeling that there was 
very little hope of securing a Small Business Administration loan and 
I wrote again to our Representative Neal Smith in Washington and 
detailed to him what had transpired. We did subsequently investi- 
gate the possibility of a loan through one of these small-business 
investment firms, but we did not wish to give up the control of our 
company or stock interest in the company to such a concern, which we 
were advised would be necessary. I remind you again that at this 
time there was no such business organized in the State of Iowa. 

Frankly, the entire picture has been a most frustrating one in view 
of the fact that it was my understanding that the Small Business 
Administration was established for the very type need which we have, 
a need which was brought about entirely by the Federal-State pro- 
gram of condemnation for a freeway through the city of Des Moines. 
We certainly do not feel that the Small Business Administration is 
fulfilling the purpose for which it was established and we have yet to 
experience from any institutions the slightest interest in making a 
Small Business Administration loan to us. 

At this point, it is too late for our organization to be helped by the 
Administration and it is entirely possible that we may be Kieeut out 
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of business by the impending condemnation. Whether or not my 
testimony is of value to you, [ appreciate the opportunity of being 
heard and I hope that my testimony may be of help to others in my 
same predicament. 

Mr. Evins. Thank you, Mr. Lilly. You have certainly outlined 
your experience. My thought as you were reading it—the first por- 
tion of your statement—was that all these discouragements were 
perhaps thrown around you by financial institutions, and I wondered 
why you had not taken your request to at least the regional office of 
the Small Business Administration, and then you got into that and 
you got no more encouragement, apparently. 

Mr. Latty. None, to be exact. 

Mr. Evins. You indicated you did not hear from the Adminis- 
trator. 

Mr. Litty. No I did not, directly. I don’t know who sent my letter 
to Mr. Fairall. Apparently it was Mr. Barnes, but I don’t know. 

Mr. Evins. Mr. Brown. 

Mr. Brown. Mr. Lilly, you have built quite a business in a short 
period, haven’t you? 

Mr. Luzy. We thought so. 

Mr. Brown. You are the kind of people, taking risks and so forth, 
that Congress was glad to see among young people in this country. 
I wish there were more men like you. 

It disturbs me to get this news here because in my own district I 
can personally testify that several of our small-business people have 
been helped by the Small Business Administration Direct Loan Di- 
vision. 

What size of a building were you contemplating building ? 

Mr. Litxy. 10,600 square feet. 

Mr. Brown. And the approximate cost ? 

Mr. Litiy. $74,000. 

Mr. Brown. Normally, in our section, the people who are looking 
for buildings, you know, for their specific use, tnink first in terms of 
mortgage loan money from some insurance company. Did you 
contact an insurance company 4 

Mr. Litry. I did not, directly. I talked to—again some bankers 
and attorneys and so forth and they said in our particular interest— 
it seemed strange that in the town of Des Moines since it is the insur- 
ance center that they were not interested in a loan as small as ours 
because there was too much work in processing it for the return. 

Mr. Brown. I happen to know that not many insurance companies 
are interested in single-purpose buildings, and they put garages in 
them quite frequently. 

When you went to the Small Business Administration Office did 
this man in the Des Moines office give you any names of people to 
contact in the mortgage money field, or did he offer to call anyone? 

Mr. Litty. He gave me the name of Mr. George Olmstead of Des 
Moines who he said was one of the people interested in forming the 
small business investment company, but that was all. 

Mr. Brown. And that was the only name he gave you ? 

Mr. Litxy. That is all. 

Mr. Brown. We just had testimony, and I am sure you heard it—— 

Mr. Linzy. Yes. 
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Mr. Brown. That advice and counsel is available through the Small 
Business Administration. You would be an excellent example of a 
person to profit from this advice and counsel. You need mortgage 
money, don’t you? 

Mr. Litty. Yes. 

Mr. Brown. Did they offer any other counsel or advice at all? 

Mr. Latty. None. He said he was sorry but there was not any- 
thing he could do about it. 

Mr. Brown. The maximum term of a Small Business Administra- 
tion loan repayment of 10 years was of a type that actually would not 
fit your need in this instance. It would have been better than a bank 
joan, but a 20-year mortgage loan would have been a lot better for 
your purpose. 

Mr. Litty. It would have been better, but in 10 years we could have 
handled it. 

Mr. Brown. A $75,000 building, roughly $7,500 a year, and interest 
and principal, or would there be more to it ? 

Mr. Litty. Well, let me put it this way, in talking to just private 
individuals to build us buildings at the current rate in our city inci- 
dentally to get this same building put up it will cost us around $1,300 
a month. 

Mr. Brown. $1,300 a month ? 

Mr. Litty. That is the cheapest quote we have had so far. It 
ranges up to $1,700. 

Mr. Brown. They normally figure 1 percent per month, and that 
means that is about a $130,000 lick right there. 

Mr. Litxy. That is right. 

Mr. Brown. You left there feeling you had not been counseled or 
you had not been—— 

Mr. Litty. Had not been anything. 

Mr. Brown. Mr. Chairman, that does conclude my questions. 

Mr. Litty. I would like to say one further thing, and I probably 
should not without reading it, but I do not have it written out. 

The thing that particularly irritated me was that I went prepared 
with financial statements showing our growth, our profit picture, and 
so forth, offered to show it to him, and he said there was not anything 
he could do about it unless I could show a 1-to-1 collateral. 

Mr. Brown. Without looking at your financial statement? 

Mr. Latiy. That is right. 

Mr. Brown. Did anyone in the office, the Des Moines office, look at 
your financial statement ? 

Mr. Litty. No. This happened tobe ona holiday. I believe it was 
the Monday after Washington’s Birthday or something. He was the 
only one there. 

Mr. Brown. Did he invite you to come back and show your financial 
statement to anybody ? 

Mr. Litzy. No. 

Mr. Evrns. You stated that at this point it was too late. Of course, 
these things are not handled too promptly, or not promptly enough for 
the interested party. There is a lot of redtape, and the committee is 
advised that there is considerable delay in some situations. 

I would suggest that you take your balance sheets and other figures 
and all your information together and submit it to the Washington 
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office. If you did not get a reception at the regional office, at least 
it ought to be mea here. 

Mr. Litty. The reason I said it was too late is that I have here a 
copy of our condemnation on our present location. We were, through 
the grace of somebody, able to stall it to October 1, but it will take 
us at least 90 days to put a building up, and if what I hear is true, that 
it takes from 60 to 90 days to process a loan, we could not possibly do 
it, you see. 

Mr. Moors. On the basis of your growth, what sort of profit did you 
a - this year of 1955 when you had $141,000-plus worth of total 
sales ? 

Mr. Latxy. Our first year we showed a loss. That was the first and 
last year we showed a loss. 

Mr. Moore. How about the year 1958 when your sales went up to— 
well, close to $700,000 ? 

Mr. Litty. On that, if I may, I would prefer not to say that. 1 
would be glad to show it to anybody who is interested, but I would 
rather not have it out for many reasons. 

Mr. Mircuetu. Do you have it available? 

Mr. Lity. Yes. 

Mr. Mitcuety. Will you bring it up here, please ? 

Mr. Litty. I sure will. I might state that our profit is above the 
average for automobile dealers by a good percentage, and the average 
was a loss of one-half of 1 percent last year. 

{r. MrrcHety. Do you have a backlog of orders for cars now ? 

Mr. Litty. About 6 months. 

Mr. Brown. You are paying $600 a month rent where you are now ? 

Mr. Litty. Yes. 

Mr. Brown. $7,200 a year. 

Mr. Liity. Yes. 

Mr. Evins. Since what date? 

Mr. Litty. We moved three times. We have paid $600 since May 1, 
1957. 

Mr. Evins. I suggest you indicate to the members whatever figures 
you want to point out. We won’t have time to analyze the entire finan- 
cial statement. 

(Discussion off the record.) 

Mr. Evins. You may proceed, Mr. Lilly. Are there any other mat- 
ters that you want to put on the record ? 

Let the record show that there was a discussion off the record of the 
financial policy of Mr. Lilly’s company, plus a brief statement of his 
financial picture. 

Mr. Moore. Is this a solely owned company ? 

Mr. Litiy. There are two of us, my partner and myself. We are 
a corporation, but in effect we are a partnership, and we elected to be 
taxed as a partnership from now on. 

Mr. Moore. Since you have been in busines, have you continued dur- 
ing the life of your business to do your banking with one banking in- 
stitution ? 

Mr. Litty. No. We changed banks just recently because the bank 
we had been in had reached the limitation of what they could loan to 
us on a floor plan because that was a smaller bank. 

Mr. Moorr. I have no further questions. 
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Mr. Evins. Two short questions, Mr. Lilly. You negotiated with 
one investment company not in the State of Iowa; am I right on that? 
Mr. Litiy. No, no. 


Mr. Evins. I am trying to evaluate just who you negotiated with to 
try to consummate this loan. 

Mr. Litiy. I had made contacts about this small investment firm 
which was not licensed yet, but there was an individual who was in- 
terested in it. 

Mr. Evins. Your only two potential sources who were available to 
you were the local banks, and did you mention an insurance company ? 
Did you get far enough along with them to talk with them ? 

Mr. Litry. They are not interested in one-purpose buildings and 
they are not interested in a loan assmall as we need. They want some- 
thing bigger. 

Mr. Evins. Since you are exploring the different ways, what per- 
centage of that were you saying you proposed to borrow ? 

Mr. Litiy. We were seeking to borrow the money for the building 
and we would furnish the land. 

Mr. Evins. You wanted to borrow 100 percent ? 

Mr. Lituy. On the building itself. 

Mr. Evins. What percentage in this particular area of the total 
cost of the building and the land would you estimate the land would be? 

Mr. Litiy. It would vary. The land would be—there are several 
parcels that we could have gotten for between $20,000 and $30,000 
which would be the land value. Frankly, we never got that far 
because there was not too much point in pursuing it. 

Mr. Evins. You mentioned the figure of $75,000 for the building, 
and you sought to put that on a $30,000 or $20,000 tract of land? 

Mr. Liury. Yes, sir. 

Mr. Evins. And you are talking essentially about a $100,000 
investment ? 

Mr. Litty. Yes. 

Mr. Evins. Of which you were prepared to put up approximately 
20 percent ? 

Mr. Lituy. Yes. 

Mr. Evins. Thank you, Mr. Lilly. My only suggestion is that you 
should consider presenting all the facts to the Washington office. I 
don’t believe they have been presented because you only discussed it 
with the regional office in Des Moines. 

Mr. Brown. Mr. Chairman, might I suggest that the record show 
that this committee will help this man contact the proper place in 
the Washington office? Thisman hasa case. 

Mr. Evins. And his own able and fine Congressman Neal Smith is 
present. Arethere any other questions? Thank you. 

Mr. Kelly, we are going to adjourn shortly, but if you would come 
up, counsel would like to ask you a question or two. 

Mr. Mircnetv. This is concerning eligibility of businesses. Would 
a business like a motel be generally eligible for a small business loan 
as far as eligibility requirements are concerned if its situation fits into 
the financial requirements? 

Mr. Ketty. Yes, sir; insofar as it is not a part of a nationwide 
chain of motels, or a large operator. 
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Mr. Mircueyi. That is what I want to get at exactly. I could set 
up a situation where a person in the motel business desires to be 
affiliated with Howard Johnson motels, and under the franchise agree- 
ment, briefly, Howard Johnson would get 5 percent of the gross profit, 
or $8.25 per room per month, and that is the only association that 
Howard Johnson has with him, other than lending the name. He 
has no control over the operation of it, no interest in the buildings or 
the financing of it, but merely the name and the goodwill in exchange 
for a small percentage of the gross profits. 

Do you consider that affiliation such an affiliation that would pre- 
clude him from obtaining a small business loan ¢ 

Mr. Ketty. On the basis of both our economists and our general 
counsel’s advice, we have deemed that that is big business. The actual 
contract between the franchised operator or the man who would work 
it as a small businessman, and the parent company or, in this case 
Howard Johnson, is such that Howard Johnson takes the cream off 
the top, as it were. They get their profit first and the individual, 
the entrepreneur is a captive in many regards in that he must use 
specific products and is tied exclusively to some of the Howard John- 
son products or line. Mr. Abels, our economist has joined me, and 
he has been intimately associated with this particular problem and 
—— you some of the logic employed in arriving at our decision 
in that. 

Mr. Evins. Would you give your name and title please ? 

Mr. Asers. I am Jules Abels, Director of the Office of Economic 
Advisers. 

Mr. Mitcuety. What I stated was just a general thing. I did not 
propose to state it in full detail, what the franchise agreement was. 
If you go into a discussion of these Howard Johnson motels it always 
includes Howard Johnson restaurants, does it not, for a motel oper- 
ation ? 

Mr. Anes. The only Howard Johnson applications that have been 
presented to us have been Howard Johnson restaurants. 

Mr. Mrrcusts. You have not had a Howard Johnson motel appli- 
cation ? 

Mr. Asets. To my knowledge there has never been any case pre- 
sented involving a motel and the particular situation which you have 
described. 

Mr. Mircnett. Might I mention Holiday Inn, Inc., whereby Holi- 
day Inn, Inc., in exchange for their franchise and name would get, 
say, a certain amount per each room per week or per month. Would 
they be eligible under this, with no restaurant association ? 

Mr. Azets. They have been considered eligible. 

Mr. Mircnet.. If it were a Howard Johnson under the same situa- 
tion, with no restaurant associated, would it not be eligible? 

Mr. Azets. This is hypothetical ? 

Mr. Mitcuetn. Yes; Iam putting it hypothetically. 

Mr. Anets. I would say if the franchise arrangement were the same 
as the franchise arrangements that we have seen Holiday Inns, that 
we would regard them as eligible. However, the Howard Johnson 
franchise has been much stricter. 


Mr. Mrrcnert. Would you explain in what sense they are much 
stricter ? 
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Mr. Azets. Well I can describe two clauses in the Howard John- 
son contract. The first clause requires that the licensee purchase 
all his food from Howard Johnson, and his provisions. In other 
words, he is not a free agent insofar as the goods he sells. 

Mr. Mitcuetu. That is where there is a restaurant ? 

Mr. Apets. Yes. 

Mr. Mircueitzi. And you have not known of instances where there 
is not a restaurant along with it ? 

Mr. Asets. Yes. And the second is a division of the profits. Osten- 
sibly the licensee is a free agent, but actually on the basis of experience 
of Howard Johnson you can project the amount of profit on sales 
that there would be realized on the operation if it were operating the 
restaurant itself and therefore by requiring that the licensee give up 
a certain portion of its sales it can effect the same arrangement that 
it would have if it owned and operated it. 

Mr. Mrrcnetz. In the Holiday Inn when they have to pay Holiday 
Inn a certain portion for each room per week or per month, that is 
giving up a portion of it. 

Mr. Azets. The last Holiday Inn franchise that I saw had a nomi- 
nal fee of 7 cents a night. 

Mr. Mircueti. Per room ? 

Mr. Axets. Yes, sir. 

Mr. Avery. Is that occupied or otherwise? 

Mr. Axets. Occupied or unoccupied. 

Mr. Mrrcuetu. There is a question of eligibility which I would like 
to mention and there has been a good deal of discussion on it and I am 
sure you gentlemen have thought about it a good deal. 

For the purpose of getting this into the record I have here in m 
hand a joint house congressional resolution of the Legislature of the 
State of Texas that was forwarded to us and it is short and I might 
read it in order to get it into the record: 

Whereas many producers of poultry, eggs, hogs, and milk are in need of finan- 
cial backing which is not available at private financial institutions; and 

Whereas such producers have, by administrative ruling, been declared in- 
eligible to obtain loans from the Federal Small Business Administration; and 

Whereas produce packing, handling, or marketing these items are now receiv- 
ing loans from such administration: Now, therefore, be it 

Resolved, by the Texas House of Representatives, the Senate concurring, That 
we respectfully request the executive and legislative departments of the Fed- 
eral Government to issue the necessary administrative ruling or to pass the neces- 
sary legislation making poultry, eggs, hog, and milk producers eligible for loans 


from the Small Business Administration. 

Could you tell us, Mr. Kelly what generally is the attitude of the 
Small Business Administration toward these marginal farming and 
dairying operations for small business loans? 

Mr. Ketry. Yes, sir; we have consistently held in the past that we 
should not duplicate the lending authority of agricultural lending 
agencies. 

At the present time there is not only the Farmers Home Adminis- 
tration, but individual PCA’s that have the authority and do make 
loans to producers of hogs, chickens, eggs, and so forth, the items of 
the farm that you have mentioned. We have held that we should de- 
termine whether or not an enterprise is basically a business concern 
or whether it is agriculturally oriented. To the extent that it is 
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basically a business concern rather than being a purely agricultural 

enterprise in nature, we have freely declared these firms eligible, and 

this includes virtually all the prime producers of agricultural en? 

ucts. Many of these individuals who are engaged in agricultural 

tame are declined credit not for any eligibility reasons, but simply 
cause of these factors. 

Mr. Evins. By statute if he were a producer then he would have to 
be considered under the Department of Agriculture and otherwise he 
might be considered a small business. 

Mr. Ketty. Yes. 

Mr. Brown. Have you read our committee’s report on the poultry 
industry from the hearings we held in 1957? 

Mr. Ketty. Yes, sir. 

Mr. Brown. It is pretty hard to distinguish who is in the producing 
business and who is in the processing business these days. 

Mr. Ketuy. Yes, sir. 

Mr. Brown. And there were tremendous complaints in 1957 that 
the Government had contributed to the es production of poultry 
meat for example, and more recently pork, by providing too much 
credit. So far as I am concerned, they all can be equal on that one. 

Mr. Evins. Thank you, Mr. Kelly. We had originally hoped to 
adjourn from 12 o’clock to 1 o’clock but we ran over a little bit and 
we will adjourn to 5 minutes after 1 and the committee will stand 
adjourned until that time. 

(Whereupon, at 12:17 p.m. the committee recessed, to reconvene at 
1:05 p.m.) 

AFTERNOON SESSION 


Present: Representatives Evins (chairman of the subcommittee), 
Roosevelt, Brown of Missouri, and Avery. 

Mr. Evins (presiding). The subcommittee will come to order. We 
will call Mr. White. 

Will you give your full name and your title with the Small Busi- 
ness Administration, Mr. White? You may be seated and proceed as 
you wish. 

Mr. Wurre. Thank you, sir. 

Mr. Evins. If you have a prepared statement, you might wish to 
present it to the reporter and highlight it, or read it, as you wish. 


TESTIMONY OF WILFORD L. WHITE, DIRECTOR OF OFFICE OF MAN- 
AGEMENT AND RESEARCH ASSISTANCE DIVISION, SMALL BUSI- 
NESS ADMINISTRATION 


Dr. Wurre. My name is Wilford L. White and I am Director of 
the Office of Management and Research Assistance Division of the 
Small Business Administration. 

I have a prepared statement and if it is all right, I would like to 
read from it. 

Since the beginning of this fiscal year, SBA management and re- 
search assistance activities have increased sharply through the new 
management research and counseling responsibilities added by Public 
Law 85-699, section 602(d) enacted in 1958. 
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We have undergone a reorganization and some increase in staff to 
help us perform these new activities more effectively. Our program 
may be classified under the following four categories: (1) Research 
studies; (2) management education; (3) management publications; 
and (4) management counseling and conferences. 

First, research studies: Public Law 85-699, section 602(d), was 
eae August 21, 1958. It provided for an entirely new program 
of grants to State agencies, State development corporations, colleges 
and universities for research studies and counseling, concerning the 
managing, financing, and operating of small business concerns. 

After meeting with several commissioners of State development 
commissions and their staffs; with the deans of several schools of 
business; and the directors of a few bureaus of business research, a set 
of regulations was issued on March 13, 1959. As a result, 98 pro- 
posals for 1959 grants have been received from 47 of the 49 States, 
Hawaii, the District of Columbia, and Puerto Rico. 

At the present time, we are evaluating the proposals, or giving par- 
ticular attention to those States from which we have two or more. 
Only one can be finally awarded under the law. Some of the criteria 
we are using are— 

1. How applicable to small business is the proposal ? 

2. Is the topic currently important? 

3. The practicability and utility of the proposal ? 

4, What tangible results may be expected from this proposal ? 

5. Does the proposal spell out in sufficient detail the objectives 
and procedures to be followed ? 

6. To what degree is this proposal being duplicated in other 
proposals, recognizing that duplication may be desirable in certain 
instances ? 

7. Has this problem been researched in the past, or is there 
similar material available so that this study need not be made? 

8. Are the results that will be obtained commensurate with the 
amount requested as a grant from SBA ? 

9. What are the qualifications of the project directors and other 
key workers ? 

10. No proposal nor portion of a proposal will be approved if 
its primary purpose is to provide information to be used to urge 
industrv and trade located in one State to move to another. 

11. The amount of total direct expenses as compared with over- 
head expenses. 

12. Amount of added funds to be contributed or arranged for 
by the institution itself. 

Just to give you an idea of the range of subjects which are before 
us at the present time, I would like to read six titles. 

A few of the proposed subjects for research are: 

1. “An Inventory, Analysis, and Evaluation of Marketing 
Assistonce Needed by Small Manufacturers.” 

2. “To Determine the Desirability and Feasibility of Providing 
Throuch an Extension Service, Broad Advisory Facilities for 
Small Business.” 

3. “Future of the Small Retailer in Secondary Shopping 
Centers.” y 

4. “Survival Experience of Small Companies in a Declining 
Industry in a Highly Industrialized Area.” 
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5. “Financing Small Business; Survey of Credit and Caiptal 
Sources.” 

6. Removal of Obstacles to the Growth of Small Locally Owned 
Manufacturing Firms in a Newly ie Industrial Area.” 

Management Research Advisory Council is being established, com- 
prised of men who have been selected from several areas, both geo- 
graphic and business, and represent, in the aggregate, the interest of 
the small business concern in this research program. The members of 
this Council serve on a public service basis. The Council members will 
be supplied with summaries of all proposals prior to their coming to 
Washington for the meeting of the Geuneik In this meeting, the 
proposals will be reviewed and recommendations made to the Admin- 
istrator for final decision. 

A major activity of the Office of Management and Research As- 
sistance will be to work with the grantees to insure that the projects 
are being carried out in accordance with the terms of the agreement. 
Provision has been made to receive periodic reports, on both the 
progress of the research, as well as on expenditures. In addition, 
through correspondence, the telephone, and periodic personal visits 
by field staff members of the Office of Management and Research As- 
sistance, every effort will be made to keep the research and studies 
practical, keeping in mind the objective of the program; namely, to 
assist small business firms in improving their management, leading to 
increased profits and longer life and service to the public. 

The second program is management, education. 

For neariy 5 years the Small Business Administration has been co- 
sponsoring administrative management courses for the owners of 
small business. Educational institutions assume responsibility for 
the courses, with the Small Business Administration acting as co- 
sponsor, furnishing administrative guidance and published materials. 

There is no transfer of funds in this program at all. All financial 
responsibility being borne by the educational institution. 

here is now, and will continue to be, an expanding need for these 
courses every year for an indefinite period. Not only is it important to 
help the owners of small business become aware of this need, but it is 
also necessary to assist officials of educational institutions, to recognize 
the practical value of this type of adult training and to use effective 
methods of supplying it. 

Nearly 600 administrative management courses have been co- 
sponsored by the agency since the inception of the programs nearly 
5 years ago, with an increase in the number offered each year. 

We have a chart here, if you will please show that, graphically pre- 
senting this information. It is chart 1. There were two courses in 
1954. We have now estimated for the fiscal year, which is not yet 
closed, 175 courses. These are all covered by educational institutions, 
universities, colleges, high schools, and are cosponsored for us. 

Mr. Evins, will you supply that for the record ? 

Dr. Waite. I will be very happy to do so. 

(The chart is as follows :) 
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Dr. Wurre. Some 260 educational institutions have participated in 
offering these courses. 

More than 18,000 small business owners and managers have attended. 

We have attempted to estimate the number for 1959 which falls 
short of 1958. The explanation of that is that in 1958 it was decided 
to hold smaller classes, not to allow so many people in the classes, so 
that there could be more discussion around the table. So that the 
average-siazed class is only about 25 today. That permits half of the 
time to be spent in general discussion. 

This chart comes up to 4,500 estimated for the current year. 

(Chart 2 is as follows :) 
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Dr. Wuire. Chart 2 indicates the yearly growth in the number of 
businessmen attending. There appears to be a leveling effect in 1959. 
This is understandable inasmuch as more of the educational institu- 
tions are limiting enrollment in their courses in order to increase 
individual discussions. 

But the unfilled demand is still great in the light of the fact that 
there are over 7 million small business owners. The goal for this 
program is 10,000 courses a year. This recognizes the fact that man- 
agement development is a continuing process. 

The following is an example of a typical comment from an un- 
solicited letter from the president of a small company who attended 
one of these courses : 


To begin with, it was necessary to drive 60 miles one way to attend the evening 
sessions, sometimes through bad weather— 


This is up in Minneapolis, Minn., and they have bad weather up 
there— 


I did this because I felt a need to find out how we might correct (an) obviously 
bad profit situation we had. By attending I could listen to and talk with 
people who were accomplished in their fields of work. All the members of the 
firm were in a receptive mood to listening to new methods and trying new 
ideas * * * the materials brought back from the course found receptive, eager 
listeners. It has been some months since the completion of the course, and the 
following things have happened: (1) We’re planning for profits * * * (2) We’re 
planning in detail * * * (3) Weuse records * * * (4) We recognize the value of 
courage * * * (5) We accept mistakes as normal * * * (6) We’re now showing 
a profit * * * 1960 will be a dandy, or I'll eat my hat. 


And here is another one: 


The course cannot fail to help in every phase that was covered. There was 
not a subject covered from which I did not pick up some good points. 


And athird: 


This small-business course has been very informative and I believe everyone 
who attended these meetings got at least one good idea or help from each meeting. 
I know I did. I hope it will be possible to continue meetings of this nature. 


Also, educators are enthusiastic about the program. A dean of one 
of the cosponsoring universities wrote this : 


You would have been thrilled to have been present at the “commencement 
exercises” of our workshop for small business on Tuesday evening, December 9, to 
witness the enthusiastic appreciation expressed by all of the “students.” When 
asked for comment, without exception, everyone expressed the thought that he 
wished that the course mizht continue—they liked it and wanted more. 

You will also be interested to know that through the intimacy developed in 
this unique type of course the groups wanted to continue these pleasant and 
valuable associations. They expressed an interest in forming an alumni associa- 
tion and the date set for the first meeting is January 13. 


This is, in reality, a continuing program where the continuing 
is done by their taking their own actions. 

Mr. Brown of Missouri. Over what period and how many meet- 
ings do you suppose that is involved ? 

Dr. Wurre. [ could not give you the exact figures, but the normal 
course runs for 1 night a week for about 2 to 21% hours, for 8, 10, or 12 
weeks. So that you get some 16 to 24 hours of teaching. 

Mr. Brown of Missouri. Thank you. 
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Dr. Wurre. The third program concerns management publications. 

Under section 8(b)(1) of the Small Business Act of 1958, as 
amended, the agency currently issued seven series of management 
“See esa Four series are distributed free; these series are sold 

»y the Superintendent of Documents,GPO. More than 230 titles have 

been released. All publications are designed to serve both owners and 
managers of small concerns, and specialists who assist them, such as 
trade association officials, public accountants, consultants, and lawyers. 

I would like to add that these manuscripts, these publications, are 
not written by ourselves, except maybe 1 out of 100. We first go to our 
advisory board, of whom there are over a thousand, who are business- 
men, primarily, and business educators, to find out what the current 
problems are and what the research work is that is needed, what the 
subjects are that we ought to cover. 

We then go to educators, management engineers, businessmen them- 
selves, both in large and small businesses, and have them write these 
for us. 

Most of the short ones are written on a public basis at no cost to 
the Government. The longer ones are written under contract, so 
that the great bulk of these have been supplied by people who know 
intimately the subject matter on which they are writing, and have 
been written for us at. no cost to ourselves. 

There are several means of judging the growth in scope of SBA’s 
publishing program. One indicator is the increase in the number 
and diversity of available titles. In June 1954 there were 103 titles 
in print; by June 1957, the number had risen to 189. As of March 
31 of this year, we had 235. 

This is chart 3. The green line at the top shows the number, the 
series of which there are now 7. The red line shows the gradually 
increasing number of titles which are available, of course all on dif- 
ferent subjects. 

(Chart No. 3 is as follows :) 
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Dr. Wurre. As of March 31, 1959, some 6,079,488 copies of the 
management publications had been distributed, including 246,847 
copies distributed during the December-March quarter just past. The 
total distribution for this period includes 196,248 copies of free publi- 
cations and 50,699 copies of sale publications. 

Chart 4 indicates the rise in distribution of publications from year 
to year. That is the fiscal year. Of course, this year is not yet 
completed. 

I would like to cite briefly the seven series so that you can get 
some idea of the areas for which the different ones cover. 

(Chart 4 follows :) 
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Dr. Wuire. An analysis of each of the seven series follows. ‘They 
are on highly specific subjects. They are distributed free. 

Management aids for small manufacturers.—One hundred of these 
leaflets have ben published thus far, including these recent aids: 

“Salesmen’s Compensation: Two Basic Problems,” “Plant Location 
Factors for Small Industry,” and “Pricing Arithmetic for Small 
Business Managers.” 

Through March 31, 1959, a total of 2,865,629 copies had been 
distributed. 

Small marketers aids—Thirty-eight of these aids have been issued 
thus far. Recent titles include: “Picking ¢ an Auditor for your Firm,” 
“Managing for Better Morale,” and ‘ ‘Underused Sources of Em- 
ployees.” 

Through March 31, 1959, a total of 1,359,268 copies had been 
distributed. 

Technical aids for small manufacturers.—Sixty-four technical aids 
have been published, with the most recent aids in the series being 
“Protective Packaging Problems,” “Cut Corners with Conveyors, 
and “Industrial Floor Resurfac ing C ompounds.” Through March 31, 
1959, a total of 1,005,156 copies had been distributed. 

That refers to these individual aids which are small four-page 
leaflets. 

Mr. Evins. Why do you not just leave that statement for the record, 
leave it with the staff of the committee, that is, a sample of each of 
your publications? 

Dr. Wurre. I will be very glad to do that. 

(Samples of publications referred to will be found in the files of the 
committee. ) 

(The prepared statement of Dr. White is as follows :) 


PREPARED STATEMENT OF WILFORD L. WHITE 
MANAGEMENT AND RESEARCH ASSISTANCE 


Since the beginning of this fiscal year, SBA management and research as- 
sistance activities have increased sharply through the new management research 
and counseling responsibilities added by Public Law 85-699, section 602(d), 
enacted in 1958. 

We have undergone a reorganization and some increase in staff to help us 
perform these new activities more effectively. Our program may be classified 
under the following four categories: (1) Research studies; (2) management 
education; (3) management publications; and (4) management counseling and 
conferences. 


Research studies 


Public Law 85-699, section 602(d), was approved August 21, 1958. It pro- 
vided for an entirely new program of grants to State agencies, State develop- 
ment corporations, colleges, and universities for research studies and counsel- 
ing, concerning the managing, financing, and operating of small business 
concerns. 

After meeting with several commissioners of State development commissions 
and their staffs, with the deans of several schools of business, and the directors 
of a few bureaus of business research, a set of regulations was issued on March 
13, 1959. Asa result, 98 proposals for 1959 grants have been received from 47 of 
the 49 States, Hawaii, the District of Columbia, and Puerto Rico. 

At the present time, we are evaluating the proposals, giving particular at- 
tention to those States from which we have two or more. Only one can be 
finally awarded under the law. Some of the criteria we are using are: 

1. How applicable to small business is the proposal? 
2. Is the topic currently important? 
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8. The practicability and utility of the proposal? 

4. What tangible results may be expected from this proposal? 

5. Does the proposal spell out in sufficient detail the objectives and pro- 
cedures to be followed ? 

6. To what degree is this proposal being duplicated in other proposals, 
recognizing that duplication may be desirable in certain instances? 

7. Has this problem been researched in the past, or is there similar ma- 
terial available so that this study need not be made? 

8. Are the results that will be obtained commensurate with the amount 
requested as a grant from SBA? 

9. What are the qualifications of the project directors and other key 
workers? 

10. No proposal nor portion of a proposal will be approved if its primary 
purpose is to provide information to be used to urge industry and trade lo- 
cated in one State to move to another. 

11. The amount of total direct expenses as compared with overhead 
expenses. 

12. Amount of added funds to be contributed or arranged for by the in- 
stitution itself. 

A few of the proposed subjects for research are: 

1. An inventory, analysis, and evaluation of marketing assistance needed 
by small manufacturers. 

2. To determine the desirability and feasibility of providing through an 
extension service, broad advisory facilities for small business. 

3. Future of the small retailer in secondary shopping centers. 

4. Survival experience of small companies in a declining industry in a 
highly industrialized area. 

5. Financing small business: Survey of credit and capital sources. 

6. Removal of obstacles to the growth of small locally owned manufac- 
turing firms in a newly developing industrial area. 

A Management Research Advisory Council is being established, comprised of 
men who have been selected from several areas, both geographic and business, 
and represent, in the aggregate, the interest of the small-business concern in this 
research program. The members of this council serve on a public service basis. 
The council members will be supplied with summaries of all proposals prior to 
their coming to Washington for the meeting of the council. In this meeting, the 
proposals will be reviewed and recommendations made to the administrator for 
final decision. 

A major activity of the Office of Management and Research Assistance will be 
to work with the grantees to insure that the projects are being carried out in 
accordance with the terms of the agreement. Provision has been made to re- 
ceive periodic reports, on both the progress of the research, as well as on ex- 
penditures. In addition, through correspondence, the telephone, and periodic 
personal visits by field staff and members of the Office of Management and Re- 
search Assistance, every effort will be made to keep the research and studies 
practical, keeping in mind the objective of the program; namely, to assist small- 
business firms in improving their management, leading to increased profits and 
longer life and service to the public. 


Management education 


For nearly 5 years the Small Business Administration has been cosponsoring 
administrative management courses for the owners of small business. Educa- 
tional institutions assume responsibility for the courses, with the Small Busi- 
ness Administration acting as cosponsor, furnishing administrative guidance 
and published materials. 

There is now, and will continue to be, an expanding need for these courses 
every year for an indefinite period. Not only is it important to help the owners 
of small business become aware of this need, but it is also necessary to assist 
officials of educational institutions, to recognize the practical value of this type 
of adult training and to use effective methods of supplying it. 

Nearly 600 administrative management courses have been cosponsored by the 
agency since the inception of the programs nearly 5 years ago, with an increase 
in the number offered each year. Some 260 educational institutions have 
participated in offering these courses. 

More than 18,000 small-business owners and managers have attended. Chart 
2 indicates the yearly growth in the number of businessmen attending. There 
appears to be a leveling effect in 1959. This is understandable inasmuch as 
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more of the educational institutions are limiting enrollment in their courses in 
order to increase individual discussions. 

But the unfilled demand is still great in light of the fact that there are over 
7 million small-business owners. The goal for this program is 10,000 courses a 
year. This recognizes the fact that management development is a continuing 
process. 

The following is an example of a typical comment taken from an unsolicited 
letter from the president of a small company who attended one of these courses. 

“To begin with, it was necessary to drive 60 miles one way to attend the 
evening sessions, sometimes through bad weather. I did this because I felt a 
need to find out how we might correct (an) obviously bad profit situation we had. 
By attending I could listen to and talk with people who were accomplished in 
their fields of work. All the members of the firm were in a receptive mood to 
listening to new methods and trying new ideas; the materials brought back from 
the course found receptive, eager listeners. It has been some months since the 
completion of the course, and the following things have happened: (1) We're 
planning for profits; (2) we’re planning in detail; (3) we use records; (4) we 
recognize the value of courage; (5) we accept mistakes as normal; (6) we're 
(now) showing a profit; 1960 will be a dandy, or I’ll eat my hat. 

“The course cannot fail to help in every phase that was covered. There was 
not a subject covered from which I did not pick up some good points. 

“This small-business course has been very informative, and I believe everyone 
who attended these meetings got at least one good idea or help from each meet- 
ing. IknowI did. I hope it will be possible to continue meetings of this nature.” 

Also, educators are enthusiastic about the program. A dean of one of the 
ecosponsoring universities wrote this: ‘You would have been thrilled to have been 
present at the ‘commencement exercises’ of our Workshop for Small Business on 
Tuesday evening, December 9, to witness the enthusiastic appreciation expressed 
by all of the ‘students.’ When asked for comments, without exception, everyone 
expressed the thought that he wished that the course might continue—they liked 
it and wanted more. 

“You will also be interested to know that through the intimacy developed 
in this unique type of course the groups wanted to continue these pleasant 
and valuable associations. They expressed an interest in forming an alumni 
association and the date set for the first meeting is January 13.” 


Management publications 


Under section 8(b)(1) of the Small Business Act of 1958, as amended, the 
Agency currently issued seven series of management publications. Four series 
are distributed free; three series are sold by the Superintendent of Documents, 
Government Printing Office. More than 230 titles have been released. All sub- 
lications are designed to serve both owners and managers of small concerns, and 
specialists who assist them such as trade association officials, public accountants, 
consultants, and lawyers. 

There are several means of judging the growth in scope of SBA’s publishing 
program. One indicator is the increase in the number and diversity of available 
titles. In June 1954, there were 103 titles in print. By June 1957, the number 
had risen to 189. As of March 31 of this year, we had 235. 

As of March 31, 1959, some 6,079,488 copies of the management publications had 
been distributed, including 246,847 copies distributed during the December-March 
quarter just past. The total distribution for this period includes 196,248 copies of 
free publications and 50,699 copies of sale publications. Chart 4 indicates the rise 
in distribution of publications from year to year. 

An analysis of each of the seven series follow. 

Management aids for small manufacturers.—One hundred of these leaflets have 
been published thus far, including these recent aids: “Salesman’s Compensa- 
tion: Two Basic Problems,” ‘Plant Location Factors for Small Industry,” and 
“Pricing Arithmetic for Small Business Managers.” Through March 31, 1959, 
a total of 2,865,629 copies had been distributed. 

Small marketers aids—Thirty-eight of these aids have been issued thus far. 
Recent titles include: “Picking an Auditor for Your Firm,” “Managing for Better 
Morale,” and “Under-Used Sources of Employees.” Through March 31, 1959, a 
total of 1,359,268 copies had been distributed. 

Technical aids for small manufacturers.—Sixty-four technical aids have been 
published, with the most recent aids in the series being “Protective Packaging 
Problems,” “Cut Corners With Conveyers,” and “Industrial Floor Resurfacing 
Compounds.” Through March 31, 1959, a total of 1,005,156 copies had been 
distributed. 
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Aids annual series —These volumes make back numbers of the aids available 
in permanent, bound form. Each winter those aids which were published 2 years 
before are revised and reissued as a book. Copies are sold through the Superin- 
tendent of Documents. To date six volumes have been published, four containing 
management aids and two containing technical aids, at prices ranging from 45 
cents to $1. Through March 31, 1959, a total of 102,650 copies had been sold. 

Small business management series —When an important aspect of small busi- 
ness management cannot be covered adequately in a short aid leaflet, the Small 
Business Administration engages a leading authority on the subject, usually on 
a contract basis, to prepare a longer manuscript. When accepted, the manu- 
script is printed by the Government Printing Office and sold by the Superintend- 
ent of Documents at a nominal price. For example, the most recent volume 
in this series is “Practical Business Use of Government Statistics.” Through 
March 31, 1959, a total of 668,573 copies had been distributed. 

Starting and managing series——This is the newest series. It has two distinc- 
tive features: Books are designed chiefly for prospective business managers; in- 
dividual lines of business are discussed. Through March 31, 1959, a total of 
14,519 copies had been distributed. Volume 1 is called “Starting and Managing 
a Small Business of Your Own.” 

Small-business bulletins —This series provides bibliographic and reference 
material on specific trades and industries and is used primarly in counseling. 
Through March 31, 1959, a total of 28,918 copies had been distributed. The most 
recent title is “Selling By Mail with Limited Capital.” 

The majority of publications are requested on an individual basis. Some of the 
free series, however, are distributed through mailing lists. These enable busi- 
nessmen to receive new issues regularly. A businessman must ask to have his 
name included on these lists; no names are added automatically. His request 
must be renewed each year. 


Names listed Apr. 23, 1959 
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1 Some individuals request their names be placed on more than one list. 


Comments from readers.—The following remarks are typical of many received 
by the Small Business Administration concerning the various management pub- 
lications : 

The managing director of a trade association in Kentucky writes: “Even 
though Small Marketers Aids No. 21 (‘Pricing and Profits in Small Stores’) 
appeared in April 1957, it is still applicable and excellent material * * * would 
you please send me 120 copies * * * A copy will be mailed to each of our active 
members.” 

The executive vice president of a manufacturers association in Washington 
writes: “The SBA Technical Aid No. 63, ‘Cut Corners With Conveyors,’ arrived 
at my desk this morning, and I must congratulate SBA and the authors for 
having produced an excellent description of the types of conveyors and how 
they may be used. We shall be happy to give this a plug in our next bulletin 
which goes to conveyor manufacturers, consulting engineers, many other asso- 
ciations, and numerous trade paper editors and writers.” 

A U.S. Air Force procurement official writes: “This office uses these aids for 
our small business bible. We refer to them continuously with the small business 
firms whom we contact. Your editorial writers are first class. Our compli- 
ments S the Small Business Administration on such a competent and talented 
group. Pr 

A certified public accountant in New York writes: “I am very appreciative of 
receiving your publications, and I believe that your office and this section is 
contributing a worthy service to the continuation of free enterprise in the small- 
business group. Competition continuously creates hardships for the small oper- 
ator. * * * Your publications yield new ideas and help to the small busi- 
nessmen.” 

A small-business operator in Michigan writes: “We read your management 
aids very religiously and have found there is much material that applies to our 
business. We do like the brief and concise form you use and the fact that your 
advice does not become too involved to follow easily.” 
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Management counseling and conferences 


Management counseling, as the term is used in this program, means advice and 
consultation on (@) management functions (except financing) in established 
wholesale, retail, and service firms, (b) management functions (except for finane- 
ing), procurement production, and products assistance in established manufac- 
turing firms, and (c) all management functions in prospective small businesses. 

The use of this program is increasing as the facilities of the agency become 
better known. Chart 5 indicates that the number of management counseling 
eases thus far this year is increasing each quarter over the same quarter of 
the previous year. 

Practical counsel and advice on starting a new business is sought by many 
men and women. In some instances, these people know something about the 
type of operation in which they wish to engage. In other cases, they ask to 
be advised on selecting the operation itself because they have had no previous 
experience and can afford the investment of only a limited amount of capital. 
In the same vein, owners and managers of established small businesses often 
have particular problems which involve some phases of management and with 
which they want assistance on a personal basis as quickly as possible. Fre- 
quently, none of these individuals knows where to turn for suitable help. 

Recently we had a request for information on starting and managing a boat 
and navigation supply store. The letter of inquiry was unusual in that it 
contained considerable background regarding the inquirer and what he had 
done in preparation for starting the business. Since this was the first we had 
had for such a venture, no prepared material was available. We accumulated 
and sent to the inquirer considerable information and it evidently was very 
acceptable to him, as he thanked us and went on to say, “The material you 
sent me is very comprehensive and useful to a person, such as this writer, 
who is seeking to start a new business. This is one field in which I believe 
our taxes are well spent, to have such a fine representative Government institu- 
tion which specializes in small-business administration. If I run into any 
particular problem not already considered, I will take advantage of the facilities 
of your Los Angeles field office.” 

Since many of the requests for information involve different kinds of busi- 
nesses, bibliographies on various kinds of businesses have been and are being 
prepared so that the inquirer may have a list of publications pertaining to the 
business in which he is interested. These bibliographies are called small- 
business bulletins. 

As a help to the Washington and field office counselors in their work with 
small-business owners, reference libraries have been established in the Wash- 
ington and the larger field offices. The libraries contain reference books, 
periodicals, pamphlets, rosters of associations whose members could furnish— 
for a fee—services to inquirers, and other publications useful in the counseling 
and research programs. 

One small-business owner asked about operating ratios in the field of cotton 
glove manufacturing. After receiving our reply he wrote, “Your investigation 
was more extensive than I had anticipated, and we are most grateful for this 
cooperation and the suggestions which you offered.” 

Managerial assistance is also provided through the arrangement of short 
conferences covering various phases of small-business management and the 
kinds of assistance available from SBA. Typical sponsoring groups include 
professional and trade associations, educational institutions, banks, and cham- 
bers of commerce. 

One small-business conference on management problems was held at a univer- 
sity in cooperation with the SBA recently. It successfully used a combination 
of speakers, audience participation through discussion, workshops, and a special 
problem clinic for individual consultation. Conferees interviewed stated they 
had profited greatly by attending and by the freshness and variety of the methods 
used. A brochure of this conference is attached. 


Mr. Evins. What recommendations do you have to make to the com- 
mittee? You might do that rather than reading about these miscel- 
laneous publications. 

Do you feel that your activities in management and research are 
of great value to the small business economy of the Nation? 
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Dr. Wurrr. This is a long-run program. We are making, we feel, 
satisfactory progress on it—through the cooperation of our agency 
and other Federal agencies and many public and private ones, as 
well—we are satisfied with the progress which we are making. 

Mr. Evins. My colleague, Mr. Brown, may want to ask you some 
questions, but section 602(c) and 602(d) of the Small Business In- 
vestment Act of 1958 provides as follows; and we will have that 
copied into the record at this point. 

(Section 602(c) and (d) areas follows :) 


(c) Section 7 of the Small Business Act is amended by adding at the end 
thereof a new subsection as follows: 

““(d) The Administration also is empowered to make grants to any State 
government, or any agency thereof, State chartered development credit or fi- 
nance corporations, land-grant colleges and universities, and colleges and schools 
of business, engineering, commerce, or agriculture for studies, research, and 
counseling concerning the managing, financing, and operation of small-business 
enterprises and technical and statistical information necessary thereto in order 
to carry out the purpose of section 8(b) by coordinating such information 
with existing information facilities within the State and by making such in- 
formation available to State and local agencies. Only one such grant shall be 
made within any one State in any one year, and no such grant shall exceed 
an aggregate amount of $40,000. Such grants shall be made from the fund 
established in the Treasury by section 602(b) of the Small Business Investment 
Act of 1958.” 


(The regulation is as follows :) 


TITLE 13—BUSINESS CREDIT AND ASSISTANCE 
Chapter I—Small Business Administration 


PART 128—GRANTS FOR SMALL BUSINESS RESEARCH 


On January 28, 1959 notice of proposed rule making regarding the regulations 
governing grants for small business research pursuant to section 7(d) of the 
Small Business Act, as amended, was published in the Federal Register (24 F.R. 
607). After consideration of all such relevant matters as was presented by 
interested persons regarding the rules proposed, the regulations as so proposed 
with changes resulting from said consideration, are hereby adopted as set 
forth below. 

Due to the need for the prompt initiation and establishment of the program 
authorized under section 7(d) of the Small Business Act, as amended, the 
subject regulations shall become effective upon publication thereof in the Federal 
Register. 


Sec. 

128.7 Statutory Provision. 

128.7-1 Seope. 

128.7—2 Definitions. 

128.7-3 Organization. 

128.7-4 Who Makes a Grant. 

128.7—-5 Who is Eligible for a Grant. 

128.7-6 Purpose of a Grant. 

128.7-7 Amount of a Grant. 

128.7-8 Application for a Grant. 

128.7-9 Suggestion for Preparing a Proposal. 
128.7-10 Method of Evaluating and Selecting a Proposal. 
128.7-11 Administration of a Grant. 

128.7-12 Revocation of a Grant. 

128.7-13 Tpical Conditions of a Grant Agreement. 


AuTHority: Sections 128.7 through 128.7-13 issued under Pub. Law 85-536, 
sec. 5, 72 Stat. 385. 
Sec. 128.7 Statutory Provision. 
Sec. 7(d). The Administration also is empowered to make grants to any 
State Government, or any agency thereof, State chartered development credit 
or finance corporations, land-grant colleges and universities, and colleges 
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and schools of business, engineering, commerce, or agriculture for studies, 
research and counseling concerning the managing, financing, and operation 
of small-business enterprises and technical and statistical information neces- 
sary thereto in order to carry out the purposes of section 8(b)(1) by 
coordinating such information with existing information facilities within 
the State and by making such information available to State and local 
agencies. Only one such grant shall be made within any one State in any 
one year, and no such grant shall exceed an aggregate amount of $40,000. 
Such grants shall be made from the fund established in the Treasury by 
section 602(b) of the Small Business Investment Act of 1958. 

Sec. 128.7-1 Scope. 

(a) The regulations in this Part govern the issuance of grants by the Small 
Business Administration for studies, research and counseling concerning the 
managing, financing and operation of small business enterprises authorized by 
section 7(d) of the Small Business Act, as amended. 

(b) Under section 7(d) of the Act, the Small Business Administration is 
authorize to make grants to finance the development and gathering of infor- 
mation relating to managing, financing and operation of small business enter- 
prises. This information will be used to provide managerial aids to small 
business in accordance with the provisions of section 8(b)(1) of the Small 
Business Act, as amended. [See section 124.8 of Part 124 of this Chapter.] 
This information will be coordinated with informational facilities within the 
States and made available to State and local agencies. 

See. 128.7-2 Definitions. As used in this Part: 

(a) “Act” means the Small Business Act (Pub. Law 85-536), as amended 
(Pub. Law 85-699). 

(b) “Administrator” means the Administrator of SBA. 

(c) “Application” means a written request for a grant. 

(d) “Counseling” means consulting and advising with SBA for the purpose 
of developing information concerning the managing, financing and operation of 
small business enterprises, such information to be channeled through SBA for 
the use of national, state, and local agencies and institutions listed in Sec. 
8(b) (1) of the Small Business Act. 

(e) “Director” means the Director of the Office of Management and Research 
Assistance. 

(f) “Grant” means a grant authorized under sec. 7(d) of the Act. 

(g) “Grant Agreement” means the instrument which describes the project 
and sets out the conditions of the grant. 

(h) “Grantee” means an institution to which a grant has been made. 

(i) “Institution” means any State government or any agency thereof, any 
State chartered development credit or financial corporation, any college, any 
university, and any school of business, engineering, commerce or agriculture, 
either public or private. 


7 - j) “Project” means a proposal and any amendments thereto, approved by 
A. 

(k) “Project Director” means the person assigned by an institution to super- 
vise and be responsible for a research program under a grant. 

(1) “Proposal” means a research program, which may include “studies,” sub- 
— by an institution for the application for a grant under Sec. 7(d) of the 

ct. 

(m) “Research” means research, studies, and counseling which will result 
in information to be distributed by SBA, acting as a clearinghouse, to national, 
state, and local agencies and institutions listed in Sec. 8(b)(1) of the Small 
Business Act. Research includes basic and secondary investigations. 

(n) “SBA” means the Small Business Administration. 

(o) “Small business concern” or “Small business enterprise” means a business 
concern which would qualify as a small business, as defined by SBA in Part 121 
of this Chapter. 

(p) “State” means the several States, the Territories and possessions of the 
United States, the Commonwealth of Puerto Rico and the District of Columbia. 

(q) “State government or agency thereof’ means departments, divisions or 
other designated organizations controlled and operated by the State including 
State government corporations. 

(r) “Studies” means brief investigations of the economic background or prob- 
lems of an industry or specific small business in its geographic locality but shall 
not include management or financial counseling or credit analysis. 

(s) “Year” means the fiscal year beginning July 1 and ending June 30. 
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See. 128.7-3 Organization. b 

(a) The grant program authorized by section 7(d) of the Act is administered 
through the Office of Management and Research Assistance, Small Business 
Administration, Washington, 25, D.C. The Director of this office is responsible 
for planning and coordinating small business management and research assist- 
ance programs and coordinating the activities of the Management Research Ad- 
visory Council. 

(b) The Management Research Advisory Council is an advisory group es- 
tablished to examine and make recommendations with respect to the merits of 
an application for a grant and to furnish advice on the grant program. The 
function of said Council is purely advisory. The members of the Council are 
selected and appointed by the Administrator and serve at his pleasure and with- 
out compensation. 

(c) All recommendations of the Management Research Advisory Council 
are submitted to the Administrator who, in his discretion, shall determine which 
proposals shall be approved and which suggestions shall be put into practice. 

(d) An application for a grant shall be submitted to SBA in accordance with 
the regulations contained in this Part. 

Sec. 128.7-4 Who Makes a Grant. SBA is empowered to make grants from 
a special fund in the Treasury established by section 602 of the Small Busi- 
ness Investment Act of 1958 (Pub. Law 85-699). 

See. 128.7-5 Who is Eligible for a Grant. Any State government or any 
agency thereof, any State chartered development credit or finance corpora- 
tion, any university, any college and any school of business, engineering, com- 
merce or agriculture, either public or private, is eligible to receive a grant. 

Sec. 128.7-6 Purpose of a Grant. 

(a) A grant will be made by SBA only to finance research concerning the 
managing, financing and operation of small business enterprises to develop in- 
formation or techniques which can be used by public or private organizations 
to aid small business enterprises, or to develop information which improves 
knowledge of the economy through research on the small business sector. 

(b) No proposal nor portion of a proposal will be approved if its primary 
purpose is to provide information to be used to urge industry and trade located 
in one state to move to another. 

Sec. 128.7-7 Amount of a Grant. No grant may exceed an aggregate amount 
of $40,000. Only one such grant may be made within any one State in any one 
year. SBA is not authorized to commit itself in any year to make a grant dur- 
ing subsequent years. 

Sec. 128.7-8 Application for a Grant. 

(a) An application for a grant shall be submitted in the form of a proposal 
to perform research under a grant. Such a proposal may be initiated by any 
institution described in section 128.7-5 of this Part. Prior to submission, a 
proposal may be discussed informally with SBA staff members. When appro- 
priate, SBA staff members may suggest a new proposal or modification of a 
proposal submitted. If two or more institutions within a State desire to co- 
operate in carrying out related proposals, such a combined proposal may be 
considered. However, only one grant may be authorized. Therefore, the pro- 
posal must designate which of the cooperating institutions is to be the grantee. 
This institution will be responsible to SBA for carrying out the proposal in 
its entirety and SBA will not be obligated in any way to any institution other 
than the grantee. 

(b) Applications must be received by SBA on or before the 31st 
October of the fiscal year for which the grant is requested ; provided, Se 
that for the fiscal year ending June 30, 1959, all applications must be received 
aaa’ eiy the oe ~~ = March 1959. 

e en copies of the application shall be submitted on letter size er 
Director, Office of Management and Research Assistance, Small Shana 
ministration, Washington 25, D.C. Applications received by SBA will not be 
returned to the applicant. 

Sec. 128.7-9 Suggestions for Preparing a Proposal. SBA does not require 


any specific form for a proposal. However, the following information in 
it may be applicable must be included : - pe 


(a) Name and address of the Institution. 
(b) Name of the Project Director. 


(c) Title of Proposal. The title of the proposal should be brief but properly 
descriptive. 


41487—59—pt. 1—_—-14 
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(ad) Description of Proposal. A description of the work to be undertaken, its 
objectives and contribution to small business concerns, the need therefor and 
its relation, if any, to comparable work already completed or in progress else- 
where and a description of the techniques to be employed in performance of the 
research. 


(e) Procedure. This should consist of an outline of the general plan of work 
and the procedure to be followed. 

(f) Personnel. A short biographical sketch and a bibliography of the pro- 
fessional writings of the Project Director and other professional personnel as- 
signed to the program should be included. 

(g) Budget. The budget should comprise an estimate of the total cost of the 
proposal and the time required to complete the work. Funds requested from 
SBA should be indicated for each of the categories listed below. If there are 
contributions from other sources, itemize in similar categories. 

(1) Salaries. Itemize position, giving names of professional personnel, 
if selected. 

(2) Supplies. Indicate the estimated dollar value of the supplies that 
will be required. 


(3) Travel. Indicate briefly the type and frequency of travel required 
in connection with the proposal. 

(4) Publication. Indicate the cost of printing 500 copies of the final 
report or suggest unit cost if some other means of presentation of research 
project appears to be more appropriate. 

(5) Other direct costs. Itemize other direct costs not included in sub- 
paragraphs (1) through (4) of this paragraph. 

(6) Indirect costs. List indirect costs attributable to the proposal. In 
general, indirect costs should not exceed 15 percent of the total of funds 
for direct costs requested of SBA. 

(h) Signature. The original and one copy of the proposal should be signed 
by the Project Director, if available, and by the official authorized to sign for 
the institution. 

Sec. 128.7-10 Method of Evaluating and Selecting a Proposal. 

(a) A proposal will be reviewed by the Office of Management and Research 
Assistance for eligibility and other requirements set forth in this Part. A 
proposal which, on its face, appears eligible and meritorious shall be submitted 
to the Management Research Advisory Council for a further examination of the 
merits of the proposal. The Council will recommend to the Administrator a 
proposal which merits a grant. The Administrator may, within his discretion, 
approve or reject this recommendation. 

(b) A proposal shall be evaluated on the basis of the current need and priority 
of importance of the anticipated results; the qualifications and experience of the 
Project Director and staff; the practicability and utility of the proposal; the 
amount of total direct expenses as compared with overhead expenses; and the 
amount of added funds to be contributed or arranged for by the institution itself. 

(ec) Although matching funds are not required, the competing proposal in 
any State which is approved will be the one with the greatest amount of matching 
funds, when other conditions are approximately equal. These matching funds 
can be measured either in terms of dollar value of services performed (not 
included as such in the grant) or supplementary contributions of cash to be 
used in the conduct of the research project. 

See. 128.7-11 Administration of a Grant. 

(a) Conditions of a grant. The typical grant agreement will contain express 
conditions, which when accepted will bind the grantee. These conditions relate 
to the nature and scope of the research, revocation of the grant, return of un- 
used funds, and other conditions according to the purposes for which the grant 
is made. The conditions of a typical grant agreement are set forth in section 
128.7-13 of this Part. Conditions contained in the grant agreement agreed to 
by SBA and the grantee may be amended by mutual agreement of the parties 
but the amount of the original grant may not be increased as a result of any 
such amendments to an amount in excess of $40,000. 

(b) Establishing the amount of a grant. In considering the budget for a 


grant, SBA will recognize that substantial contributions may be made by the 
grantee in such form as space, equipment, library facilities, and, in many cases, 
as payment of the salaries or parts of the salaries of the Project Director and 
staff. SBA normally will include in the grant, funds for such items as the 


salaries of personnel, materials, necessary travel, publication and other direct 
costs. 
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(c) Grant period. The Act limits SBA to making one grant within any one 
State in any one year; however, the project does not have to be completed 
within the year but may be for a period of longer duration as provided in the 
grant agreement. When progress of research under the grant is delayed and 
circumstances make it necessary to request an extension of the grant period 
without additional funds, SBA may, upon written request of the grantee, permit 
extensions of time. Such an extension, however, may require a spread out of 
the remaining payments under the grant. 

(d) Payment of a grant. In general, payment will be made in advance on a 
periodic basis, the amount of each payment depending upon the need at the 
particular time, the relative size of the total grant, and the estimated length 
of the project. A final payment will be made upon completion of the project 
and approval and acceptance by SBA of the final report. 

(e) Accounting procedures and audit. While no particular classification of 
accounts is required, a grantee shall keep such accounts for each project (in ac- 
cordance with generally accepted accounting practices) as are neessary to per- 
mit it to prepare the required financial reports as required in paragraph (f) of 
this section, and to make possible a determination by SBA that the grant has 
been used for the purposes for which the grant was made. All accounting 
records relating to expenditures under the grant are subject to inspection and 
audit by representatives of SBA and the United States General Accounting Of- 
fice during the life of the grant and for three years thereafter. 

(f) Reports. 

(1) Progress and financial reports must be made to SBA on work financed 
by the grant. Specific conditions regarding frequency of submission and 
nature of reports will be set forth in each grant agreement. 

(2) The final report on the project must be submitted to SBA within the 
time allowed. From time to time, SBA representatives may visit the project 
sites and, at such time, verbal reports will be expected. 

(g) Completion of the project. Upon completion of the project, all unex- 
pended funds shall be returned to SBA by check made payable to the “Small 
Business Administration.” 

See. 128.7-12 Revocation of a grant. Each grant will be made subject to a 
condition that it may be revoked in whole or in part by SBA after consultation 
with the Project Director and the grantee. A revocation shall not affect any 
commitment of funds made by the grantee which was made in accordance with 
the project prior to the effective date of revocation. Any substantial deviation 
from the project will be deemed to be a breach of the grant agreement and 
grounds for termination of the grant in its entirety. In this event SBA assumes 
no responsibility for any commitment of funds made by the grantee. 

See. 128.7-13 Typical Conditions of a Grant Agreement. Except where the 
circumstances require other conditions, a typical SBA grant agreement will con- 
tain the following conditions: 

(a) Payment. Unless otherwise notified, the funds authorized by this grant 
will be paid by SBA as follows: $[amount] on or about [date]; $[amount] on 
or about [date]; $[amount] on or about [date]; and a final payment of 
${[amount] will be made upon completion of the project and approval and ac- 
ceptance by SBA of the financial and project reports referred to herein. 

(b) Unexpended funds. Upon completion of the project, all unexpended 
funds shall be returned to SBA by check made payable to the “Small Business 
Administration.” 

(ce) Project Director. 

(1) The project shall be directed and supervised by [name and address 
of Project Director] (hereinafter called “Project Director’’). 

(2) SBA shall be notified if the Project Director resigns, is removed from 
office or leaves for any other reason. Appointment of a successor Project 
Director is subject to approval by SBA. 

(d) Accounts and reports. 

(1) The grantee shall keep such accounts (in accordance with accepted 
accounting practices) as are necessary to permit it to prepare the required 
financial reports set forth herein and to make possible a determination by 
SBA that the grant has been used for the purposes for which the grant 
was made. 

(2) The grantee shall permit inspection and audit by representatives of 
SBA and the United States General Accounting Office of expenditures under 
the grant during the life of the grant and for three years thereafter. 
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(3) The grantee shall submit, in addition to the final project report, 
{[quarterly, semi-annual or other] progress reports and [quarterly, semi- 
annual or other] financial reports and, in addition thereto, the grantee shall 
make verbal reports to SBA representatives whenever such representatives 
visit the project site. 

(4) The project shall be completed by [date] and the final reports shall 
be submitted to SBA by [date] unless an extension of time for completion 
has been approved by SBA in writing. 

(5) All reports must be submitted in triplicate on white bond paper, 
letter size, accurately typewritten and double spaced. 

(e) Revocation. This grant may be revoked in whole or in part by SBA 
after consultation with the Project Director and the grantee. If it is deter- 
mined that there shall be a revocation, such action shall not affect commit- 
ments of funds made by the grantee which were made in accordance with the 
project prior to the effective date of revocation. If the revocation is due to 
substantial deviation from the project and this agreement by the grantee, then 
the entire sum of the grant then paid to the grantee may be recovered by SBA, 
and SBA shall not be responsible for commitments of funds made by the 
grantee. 


WENDELL B. BARNES, 
Administrator. 


Dated: March 10, 1959 

Mr. Evins. Was not the purpose of this to make these grants so 
that research studies could be made in the States ? 

Dr. Wuirter. I believe that is correct. 

Mr. Evins. Have you given any consideration to the use of these 
funds to State-established research services available directly to small 
business # 

Dr. Wurre. That is correct. We have the proposals before us 
now. Quite a good many of those proposals come from State rr 
ment commissions and other State agencies of that character, like the 
Department of Commerce. 

Mr. Evins. Mr. Brown. 

Mr. Brown of Missouri. Dr. White, first let me say that I admire 
the purpose of this work. I know that you are doing the very finest 
job you can. 

Dr. Wurre. Thank you. 

Mr. Brown of Missouri. There is an awful lot to be done in this 
field. 

Dr. Wurre. That is quite right. 

Mr. Brown of Missouri. 1 operated a small business and I found 
out daily that I did not know enough to do it. I wished always I had 
known more. However, I did struggle along and get by. 

As to these 98 proposals that you have had submitted for research 
studies, how many of them would you say are from universities and 
how many from others, other than universities ? 

Dr. Wuire. I have before me here a list which shows that there 
are seven which came exclusively from State agencies; there are seven 
more which came jointly from State agencies and educational insti- 
tutions; and approximately 80 that came from educational institu- 
tions, both public and private. 

Mr. Brown of Missouri. In a given State where you have an ap- 
plication, say, two or three educational institutions and a State 
agency, do you make that decision as to which one you will grant it 
to? 

Dr. Wurre. The decision in the last analysis will be made by the 
Administrator on the basis of the recommendation of the Advisory 
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Council that I referred to a while ago, using those criteria, generally 
speaking, that I listed just a few moments ago. 

Mr. Brown of Missouri. Dr. White, in my own State of Missouri 
there are many people in the State government who feel that the in- 
tent of this section of the act would be served better if the State gov- 
ernment itself could determine which agency or which institution in 
the State should conduct the research project because they are closer 
to it. The State knows the institutions and so forth; that is, they 
contend that they do better than the Federal Government does. 
Would you care to comment on that? 

Dr. Wuire. Well, this was legislation passed by the Congress and 
assigned to the Small Business Administration to administer and it 
is our considered opinion that the Administrator himself is the one 
that would have to make the determination in the last analysis, taking 
all the factors into consideration that might be presented to him. 

Mr. Brown of Missouri. There is no doubt in your mind, is there, 
Dr. White, that the pane says specifically that the administration 
officer is empowered to make grants to any State government or any 
agency thereof? That isclear, is it not? 

Dr. Wuire. That is correct. 

Mr. Brown of Missouri. When you came to drafting the regula- 
tions, do you feel that under the Organic Act you could have said that 
these funds would be made available to the States and they, in turn, 
could select the projects—could you have done that? 

Dr. Wurre. I do not see how we could have done so, sir. 

Mr. Brown of Missouri. In other words, you think that the Fed- 
eral Government of necessity has to make the choice ? 

Dr. Wurre. There is a list of different classes of agencies here, some 
of which are State agencies and some of which are not. I do not see 
how you could turn over to a part the decision that reflects upon and 
concerns the whole. 

Mr. Brown of Missouri. In other words, for coordination purposes 
and so forth, you feel that the direction of the program should remain 
in the hands of the Federal Government ? 

Dr. Wurre. That is right. 

Mr. Avery. Will you yield to me at this point? 

Mr. Brown of Missouri. Yes. 

Mr. Avery. I am not quite sure whether I understand that Dr. 
White is responding in view of the existing law or what his views 
are on what the law should be. 

Dr. Wurre. I am responding on the basis of the law as we read it. 

Mr. Avery. I thought that was it. 

Mr. Brown of Missouri. Were you also responding on the basis of 
your own personal view ? 

Dr. Wurre. I will have to stop and think about that for a moment. 

Mr. Brown of Missouri. Think about it a little bit. 

Dr. Wuire. I think that the answer would be the same. We have 
a responsibility to the Congress for the expenditure of over $2 million 
a year. 

“Mr. Brown of Missouri. And you think that the Federal Govern- 
ment in this field should coordinate it and should direct the research ? 

Dr. Wuirr. Yes, sir. 

Mr. Brown of Missouri. That is all. Thank you. 

Mr. Evrns. Mr. Avery. 
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Mr. Avery. In the absence of having heard Dr. White’s testimony, 
I do not think that I have any questions at this time. 

Mr. Evrns. Mr. Mitchell. 

Mr. Mrrowern. Under your regulation 128.7-2, “Definitions”—I 
believe you state that the counseling work by SBA js for the purpose 
of developing information. 

Dr. Wurre. That is correct. 

Mr. Mrrcuetxi. Do we understand, sir, that it is not expected that 
these State groups who might operate under the Federal grant would 
provide counseling directly to small businesses themselves ? 

Dr. Wurre. You have touched on a very important point, sir. We 
had many difficulties. One of the reasons why our regulations were 
issued as late as they were, after the legislation was passed, was in 
trying to define “counseling” and to define exactly how it should be 
properly administered. 

Finally, after talking to members of the commission, the commis- 
sioners, and toa number of the commissioners of the State develop- 
ment commissions, to a committee of deans of business schools and 
to a committee of directors of bureaus of business research, we agreed, 
as we understood it, that the matter of counseling would be deter- 
mined later because time was running out to get out the regulations, 
so that we could get proposals in for 1959. 

So we have agreed that there will be a meeting at which all three 
of these different groups will be represented, at which time we will 
thrash out this matter of counseling and any other questions anybody 
wishes to bring up, and make recommendations to the Administrator 
on this and perhaps other points. 

Mr. Mircuett. I point out this hypothetical situation: What if the 
State government should determine that within their university they 
would like to set up a department for the purpose of investigation 
and getting information and counseling small business within the 
State; would that, under your present “yegulation—a proposal like 
that—be accepted for consideration ? 

Dr. Wurre. Under the present regulations which apply only to 
the 1959 grants—the proposals which are in now, it would apply, 
but we are » prepared to revise the regulations after this meeting which 
we hope to have early this summer, and after their recommendations 
reach the Administrator. 

Mr. Mrrenety. That is all. Thank you. 

Mr. Brown of Missouri. I had overlooked that apparently. You 
mean that this is directed research; in other words, it is directed from 
Washington ? 

Dr. Wuirr. No, I do not mean quite that, Mr. Brown. These sub- 
jects are proposed by the institutions themselves. I will have to admit 
that in some cases we had to make up a list of suggested subjects at 
the request of the institution, but any institution can propose any sub- 
ject it choose to, and our desire would be that they propose their own 
subjects without, any recourse to us at all in advance. It is not di- 
rected in that sense, sir. 

Mr. Brown of Missouri. Once they get the project authorized, 

can they go ahead and pursue it w herever the research leads? 

Dr. Wurrr. Certainly. 

Mr. Brown of Missouri. Or must they clear it with you? 
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Mr. Wuire. Well, if they start off on a subject relating to retailing, 
if they want, for some reason or other—good reason to them—to go 
over into manufacturing, that would be such a deviation and I would 
expect them to clear that with us before any action is taken. 

Mr. Brown of Missouri. I am not contemplating that. 

Dr. Wurre. If it is just moving into a new phase of the same sub- 
ject that was unexplored at the time the project was proposed, the 
answer is that I would expect them to go ahead and do it, probably 
let us know what they were doing—on our next visit tell us about 
it. 

Mr. Brown of Missouri. I want to point out that I am very much 
interested in listening to the justification—I want to point out that 
this is somewhat of a departure from the normal Federal grant 
setup. Iam sure that you are familiar with that. 

Dr. Wurre. Yes. 

Mr. Brown of Missouri. Other grants are made to the States. 
For instance, grants on Hill-Burton funds. Grants on the National 
Defense Education Act; grants under the world development pro- 
gram—they are made to the States and are administered by the 
States. 

This is one of the few instances, I think, in Government, where 
grants are made and managed from the Federal level all the way 
down and the choice of the institution within the State is made in 
Washington. You recognize that difference, do you not ? 

Dr. Wuire. Well, if I might add, sir, I believe there are other 
agencies that follow the policy—or I should say that we are following 
the policy of certain other agencies where the opposite is true. The 
word “grant,” which was a surprise to me when I first looked into 
this matter—the word “grant” has a wide variation in its definition 
and use in the Federal Government. 

Mr. Brown of Missouri. Well, let us get in the record right here 
some of these other agencies where you are following their pattern. 

Mr. Avery. If you will yield to me, I think that I could make a 
contribution at this point. 

Mr. Brown of Missouri. Yes. 

Mr. Avery. I think this language has been virtually lifted out 
of the authorization of the Institute of Public Health where it by- 
passes State government as such and makes grants to an institution 
or an accepted facility within the State. 

Mr. Brown of Missouri. Is that the only instance you can recall? 
Do you have another one? 

Dr. Ware. Thank you. The National Institutes of Health is one 
and the National Science Foundation is a second one. 

Mr. Avery. If you will yield—those are largely research projects— 
T think these agencies are unique because most of the basic research 
will be conducted under the Institute of Public Health or in Small 
Business or possibly others in that category. 

Mr. Brown of Missouri. That isall. Thank vou. 

Mr. Evins. Who gets priority on the grants? If a half a dozen 
come in 1 day to the office, which one gets the priority? Who gets 
the grant ? 

Dr. Wuire. The grants, of course, are made only after very careful 
review, and recognizing human abilities as they are, our expectation 
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is, our care is, that the one who comes in with the best pronope> which 
would be most useful to small business currently, will get the grant. 

Mr. Evins. Well, would you pick out some private organization as 
against, say, the commissioner of education, and say that is it; or the 
commissioner of industrial development for the State? 

Dr. Wuire. Of course, the only private organization that could get 
a grant would be an educational institution—no private company 
or corporation could apply for a grant. ; 

If the private educational institution came in with a grant request 
which we believed was the best submitted by anyone in that State, 
we would recommend to the Administrator that he award the grant to 
that particular private educational institution. a 

Mr. Evins. Would you give a grant to an agency or institution the 
Governor recommended in the State? 

Dr. Wurrr. If that agency presented the best proposal in the State, 
certainly. 

Mr. Evins. In other words, you decide what, in your judgment, 
would be the best agency ? 

Dr. Wurre. The Administrator decides in the last analysis; yes, sir. 

Mr. Evins. And there is no appeal from that decision ? 

Dr. Wurre. Not at the moment. 

Mr. Evins. Are there any amendments suggested to the act in this 
area? 

Dr. Wuire. Sir, we have discussed this problem and others. It is 
too new yet. We have not tried it out. I think we will be prepared 
to decide that question. 

Mr. Evrys. How many applications have been received? How 
many have been granted ? 

Dr. Wutrr. None, sir. No grants have been awarded yet and can- 
not be. That is one of the problems we have. 

Mr. Evins. You will grant all of them simultaneously or are you 
goint to parcel them out? 

Dr. Wurre. It will come almost simultaneously because one of the 
problems we have is that there may be a number of grantees pro- 
posing substantially the same research, you see, and it may be that 
some should be awarded and some should not be awarded, because 
of concentration on certain problems. 

Mr. Brown of Missouri. Is it on a calendar year basis? 

Dr. Wuire. It isa fiscal year basis. 

Mr. Brown of Missouri. On a fiscal year basis? 

Dr. Wutre. That is right. 

Mr. Brown of Missouri. In other words, the shutoff date is June 30? 

Dr. Wurrr. The shutoff date was March 31, 1959, for the 1959 
grants. For the 1960 grants, the shutoff date will be October 31 of 
1959. We had a decision to make, gentlemen. It was not an easy 
one. Decision was whether we would go ahead and move faster than 
we really were prepared to move in order to get some 1959 grants in. 

For 1960, there will be more time to prepare them. There will 
be more time to review them. But it was decided that we would try 
to get the 1959 ones in and do our best on them. 

Mr. Brown of Missouri. Let us take my State: How many appli- 
cations have you had from there? 

Dr. Wuire. Four. 
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Mr. Brown of Missouri. And the shutoff date was March 31? 

Dr. Wurre. Correct. 

Mr. Brown of Missouri. There will be one awarded to Missouri; 
is that correct ? 

Dr. Wutre. Yes, that is correct. 

Mr. Brown of Missouri. No State will be shut out, I mean ? 

Dr. Wuire. There are two States that did not send in any proposal. 

Mr. Brown of Missouri. I mean, any applying State will get a 
grant ? 
~ Dr. Wurre. Unless it is impossible in the time available to us to 
strengthen a weak proposal. 

Mr. Brown of Missouri. But you will at one time, or at one point, 
have to make an arbitrary decision as to whether the loan application 
from one State is worthy of a grant? 

Dr. Wuire. That is right. 

Mr. Brown of Missouri. Thank you. 

Mr. Roosevetr. Dr. White, if I understood you correctly, if an ap- 
plication from, let us say, Missouri, included a certain type of re- 
search, you would not allow an applicant from another State to go 
into that same field ? 

Dr. Wurre. The answer is, “Yes,” and “No.” “Yes” we would if 
the subject matter was similar, but the application to small business 
of the State was particular. In other words, you might have five or 
six studies going on, on the same broad subject, the same area, but each 
report would apply to the business of its own State. So they could 
be identical so far as technique is concerned, but quite different so 
far as subject matter is concerned. 

On the other hand, you might have a broad study carried on which 
would apply across the Nation, but if you have that kind of a study 
going on in one State, it would be unwise, it seems to us, to grant funds 
for a similar study to be made in another State unless there was some 
advantage for checking purposes to see whether one came out with the 
same result as the other. 

Mr. Roosevetr. Can the money be spent in a given period of time, 
if you make it fiscally, or over any period ? 

r. Wurre. The answer is “No.” It is the opportunity of the 
grantee to state when they want to start the proposal. For example, 
suppose they submitted as of March 31, 1959, they could say, “We 
want to start this on October 1, 1959, and it will take us 2 years to 
carry it on.” So they have 2 years after October 1959 to complete 
the study. 

Mr. Roosrvett. Do they have to make any report to you as to how 
they have spent it? 

Mr. Wuire. Yes. 

Mr. Roosrvetr. And give you the results of the work? 

Dr. Wurre. They have to submit 500 copies of the final report it- 
self, the final study itself, which will then be redistributed to all of 
the agencies that we are working with, so that everybody will have 
a copy of it; but in the meantime, there will be brief reports on the 
progress they are making in terms of the expenditure of funds and in 
terms of the accomplishments at that time. 

Mr. Roosrtvetr. Does your Office at the present time undertake to 
provide the counseling that is done in the various regions? 
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Dr. Wutre. We supervise only management counseling, which is 
the same as production and so forth. ; 

Mr. Rooseve.r. But you do supervise the management counseling 
within the various regional offices ¢ 

Dr. Wuire. Yes; that is correct. 

Mr. Roosrvetr. Let me ask you another question. Have any ap- 
plications come from what you might call a major school in business 
management, like the Wharton School in the University of Penn- 
sylvania, or Harvard Business School—any of those more or less 
major institutions ? 

Dr. Wurre. I believe I am correct in saying that neither one of 
those two particular ones has submitted a proposal. 

Mr. Roostverr. The general type of the 98 applications come from 
what kinds of institutions ? 

Dr. Wurre. Well, if you take out the Ivy League, I would say 
pretty well across the board. 

Mr. Roosevetrt. State institutions as well? 

Dr. Wuire. State institutions and private institutions. 

Mr. Roosrvetr. You do not happen to know which institutions in 
California, for instance? 

Dr. Wurre. Yes, in California. I will give it to you from the 
record, sir—the San Diego State College which is a State institution ; 
Sacramento State College; Stanford University, a private institu- 
tion; and Upland College, which is a small nonsectarian private 
college. 

ae. Roosevett. I think that gives me my answer. In other words, 
it is quite a varied group that is applying ? 

Dr. Wurre. That is right. 

Mr. Roosrvett. My last question is: In your opinion, would the 
small business community get more out of this program which, at the 
most, is $40,000 times 56, if that same amount of money, or perhaps 
a little more, could be put into your division for the building of a 
counseling management service that would be directly available to the 
management of concerns that would be entering into this, or getting 
into the Small Business Investment Act procedure? 

Dr. Wurrr. My reaction for two reasons, I think out quickly, 
would be “No.” They are these: In the first place we need new 
information. As you gentlemen know, I am sure, the bulk of the in- 
formation about business is about big business. The bulk of the 
teaching in universities and colleges is about big business, because 
information about big business is easily available. 

We want to develop a body of knowledge about small business 
which fits small business and applies to small business and will be 
used by small business. 

Mr. Roosrvetr. And be available to small business ? 

Dr. Wutre. That would be my second point. 

In the Small Business Act in 1958, 8(b) (1) there is set up a method 
of disseminating information, not only from the field offices—we have 
a fine field office organization—but at best we only have 56 offices in 
56 different communities and they cannot reach everyplace with 
equal quality of informed people to work with; therefore, we supple- 
ment our own services. And I feel in the long run this is more im- 
portant. We supplement it with work with trade associations, with 
chambers of commerce, with large corporations that sell to small 
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business, with professional groups in the field of business manage- 
ment, and by working through them and trade paper editors who 
reproduce the publications that we were talking about a while ago— 
by working through all of these different channels at no expense to 
the Government except for our own operation, we can in the long 
run reach more of these 7 million owners of small business than we 
ever could through our own channels, no matter how we expand them 
out. 

Mr. Roosevetr. That is the information I wanted to get. I appre- 
ciate that very much. 

Mr. Evins. Thank you, Dr. White. 

You may have the privilege of revising and extending your re- 
marks with any further comments in the record, that you desire. 

Dr. Wutre. Thank you very much. 

Mr. Evins. The subcommittee will now call Mr. Kinne. 

Will you please give us your full name and your business relations ? 

Mr. Brown of Missouri. Before he proceeds, could I with due re- 
spect, point out to the committee that this gentleman hails from the 
greatest State in the Union. 

Mr. Evins. The committee will be pleased to hear you, Mr. Kinne. 
You may proceed. 


TESTIMONY OF RICHARD M. KINNE, INDUSTRIAL DIRECTOR, MIS- 
SOURI DIVISION OF RESOURCES AND DEVELOPMENT, JEFFERSON 
CITY, MO. 


Mr. Kinne. I am Richard M. Kinne, industrial director of the 
Missouri Division of Resources and Development. 

I submitted a written statement of my remarks to the committee. 

Mr. Evins. Would = prefer to give it to the reporter and just 
highlight your remarks? You may proceed as you wish. 

Mr. Krxne. I believe that I would like to submit it for the record. 

Mr. Evins. It may be received and you may highlight it. 

(The prepared statement is as follows :) 


PREPARED STATEMENT OF RICHARD M. KINNE, INDUSTRIAL DIRECTOR, MISSOURI 
DIVISION OF RESOURCES AND DEVELOPMENT, JEFFERSON BUILDING, JEFFERSON 
City, Mo. 


Subject: Research and counseling grant authorized under section 602(d) Small 
Business Investment Act of 1958. 


As the agency of the State of Missouri charged with the responsibility of im- 
proving the economy of our State, we are vitally interested in the success of our 
small businessmen which make up the greatest percentage of our businesses. 
Legislation setting up the Division of Resources and Development specified that 
the division “shall be created for the general purpose of advancing the economic 
welfare of the people through programs and activities to develop in a proper 
manner the State’s natural resources and industrial opportunities pertaining to 
commerce, agriculture, mining, forestry, transportation, recreation, aviation, and 
other matters intended to foster and develop gainful employment and the pursuit 
of happiness of all who are now or who may hereafter be residents of” the State 
of Missouri. 

Specitically, the industrial section has had the responsibility of studying “all 
pertinent information available regarding the economic resources and the in- 
dustrial opportunities and possibilities of the State of Missouri’, and to formulate 
and adopt plans “for the coordinated development, conservation, and use of these 
resources in ways that will promote and advance the economic welfare.” We also 
encourage the location of new industrial enterprises and the expansion of industry 
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now existing within the State and encourage the development in new fields allied 
to such industry. We “investigate, study, and undertake ways and means to 
promote and develop markets for Missouri products * * *, and the industrial use 
of agricultural, mineral, and forest products.” Results of our research are made 
available to community leaders and to businessmen in all fields, not only manu- 
facturing. We take an active role in professional societies in many research 
fields. A representative of the division participated in the President’s Confer- 
ence on Technical and Distribution Research for the Benefit of Small Business. 
Our professionally trained research staff is constantly involved in researching 
problems affecting our economy in order that we may suggest improvements 
that will benefit the whole State. We have been vitally interested in the 
problem of management improvement. As early as October 1957 our agency, in 
cooperation with the Small Business Administration and the University of Mis- 
souri, conducted a field reconnaissance to determine how these three agencies, 
both State and Federal, could best work together to assist our small businessmen. 
At the conclusion of our reconnaissance, we determined there were problems of 
management training, production, and in the search for new or improved 
products, that needed to be met. As a direct result of this cooperative venture, 
the University of Missouri Engineering College expanded its experimental station 
and added a department of industrial engineering, which is endeavoring to work 
with Missouri firms, particularly on production problems. 

The division of resources and development added to its research staff so that 
we could be of more assistance, and in addition requested more funds from our 
State legislature for marketing research. 

When we were informed of the grant program authorized under section 602(d) 
of the Small Business Investment Act of 1958, we felt that here was an instru- 
ment by which we could, by studying local problems both general and specific, 
be of more direct aid to Missouri businessmen. Results of our research could 
be applied directly to problems that have come to our attention and we could, by 
making results of our research available through the Small Business Adminis- 
tration, contribute to the success of similar projects in other States. 

I would like now to summarize briefly the activities of the Missouri Division 
of Resources and Development, in conjunction with our application for a research 
and counseling grant under the provisions of the Small Business Investment Act, 
section 602. 

We first received information concerning this legislation from the Washington 
Office of the Association of State Planning and Development Agencies, recom- 
mending that State economic development agencies might be interested in this 
legislation because it would supplement their existing programs. Immediately, 
work was begun on a proposal before we even knew what regulations for appli- 
cation would be prepared by the Small Business Administration. On August 22, 
1958, a proposal was submitted by Mr. James D. Idol, director of the division, to 
Mr. A. C. Kelly, Deputy Administrator for Financial Assistance, Small Business 
Administration, whose name had been given to us by the Kansas City office of 
SBA. The main features of the initial grant proposal were: (a) the establish- 
ment of a library of technical information service in conjunction with library 
facilities alrealy existing in the State capital of Missouri to provide small busi- 
nesses with the findings of research already completed, and (0b) to establish a 
problem-solving task force which would offer assistance to the problems of small 
businesses, particularly those of wide application. A submission of this grant 
proposal was accompanied by a letter from the Honorable James T. Blair, Jr., 
Governor of the State of Missouri, designating the Missouri Division of Re- 
sources and Development to be the Missouri State agency to apply for this grant 
and to coordinate the activities of all State agencies that might be involved in 
future programs under this act. (A copy of this letter is included with this 
statement.) 

In January, I attended the annual meeting in Washington of the Association 
of State Planning and Development Agencies, sponsored by the Department of 
Commerce, Office of Area Development, and other Federal governmental agencies. 
The Investment Act was discussed by SBA at that time and I together with 
representatives of three other States, met with Dr. Wilfred L. White, Director, 
Office of Management and Research Assistance, Small Business Administration. 
We discussed the qualifications of the State development agencies as coordi- 
nators and/or performers of the grant program on the State level. We received 
the notice of proposed rulemaking, grants for small business research, in a 
communication from Dr. White date January 7, 1959. In this letter Dr. White 
designated that all applications for such research grants should be submitted 





OPERATION OF THE SMALL BUSINESS ADMINISTRATION 217 


on, or before, March 31, 1959. The first public information from the Small 
Business Administration concerning the grant program, was released in a press 
release dated January 28, 1959, specifying that proposals submitted within the 
fiscal year ending June 30, 1959, must be received prior to March 31. 

On February 9, Mr. Idol wrote to the Honorable Wendell E. Barnes, Adminis- 
trator, Small Business Administration, suggesting changes in the proposed regu- 
lations of January 27. This four-page commentary dealt mainly with the 
interpretation of the counseling provision of the act by SBA. It is believed that 
limiting the definition of counseling to conferences with membes of SBA con- 
cerning the research work, was not in keeping with the original intent of the 
act. This letter contained specific recommendations for proposed changes. 

On February 13, Mr. Richard E. O’Brien, research analyst for the division, 
and I met with Dr. White in Washington. At this meeting, the proposed 
changes in the regulations were discussed, together with broad general policies 
of the program. 

Mr. T. Stanley Gallagher, Chief, Research Studies Division, Small Business 
Administration, was in Jefferson City on February 17, to discuss our proposal 
and to meet members of the staff that would be directly involved. At this 
meeting our proposal and the manner of submission were discussed. Clarifi- 
eation of the regulations were made by Mr. Gallagher. 

A draft of our proposal for a research and study grant was mailed to the 
office of Mr. Gallagher and on March 10, I came to Washington to discuss it 
with the staff of Research Studies Division. Recommendations were made for 
brief revisions in the research proposal and the mechanics of submitting it. 

On March 24, 1959, our final research proposal was mailed to Mr. Barnes. 
Briefly, we proposed to make a survey of the information gathering and the 
communication practices, both internally and externally, of the small business- 
man and to evaluate such practices in terms of efficiency and adequacy. It was 
also to survey the attitudes of small businessmen toward the information 
already offered and the type of information they most desire. Application of 
electronics data processing techniques were to be explored. The 1l-page pro- 
posal covered objectives, procedures, personnel, budget, and phaseout. 

Acknowledgment of receipt of our application was received from SBA and 
then on April 14, we received a form letter from Mr. Gallagher requesting more 
information on the relation of the proposed study to comparable work already 
completed, or in progress elsewhere. One week later, we mailed to Mr. Gal- 
lagher information on the relation of the research proposal to existing work 
in the communications and decisionmaking fields. In this discussion, it was 
pointed out that the scope and methodology to be used in the proposed research 
were unique. A bibliography of 25 articles or books relevant to the problem 
was also offered. 


EXECUTIVE OFFICE, 
STATE OF MISSOURI, 
Jefferson City, August 22, 1958. 
Mr. A. C. KELLY, 


Deputy Administrator for Financial Assistance, 
Small Business Administration, Washington, D.C. 


Dear Mr. Ketty: I hereby designate the State of Missouri division of re- 
sources and development as the proper agency to request grant of funds under 
section 602(d), S. 3651, and request the grant be approved. 

Sincerely, 


JAMES T. Brarr, Jr., Governor. 

Mr. Kinne. The division of resources and development is interested 
in this research program because we feel that it will supplement the 
activities that we are now involved in, in working with our Missouri 
businesses. 

Even though our primary interest in the industrial section is to 
attract new industrial payrolls into the State, whether it be expand- 
ing industries or new industries, we still spend a considerable amount 
of time in the field working with our businessmen, both tourism and 
manufacturing and, occasionally, in other businesses if they request 
our help, and if we are able to answer their questions. 
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The laws of the State setting up our organization gave us the au- 
thority to coordinate and require the help of other State agencies to 
assist us in developing the economy of the State. 

In 1957, we worked with the Small Business Administration and 
with our State university in making a field reconnaissance of some of 
the problems of our Missouri manufacturers. And when we con- 
cluded our field trip we found there were specific problems of manage- 
ment training, production, and research for new or improved products 
that needed to be met. 

As a result of that field trip, the University of Missouri has ex- 
panded their industrial engineering activities. 

We added personnel to our research staff and requested additional 
funds for marketing research. 

When we were informed of the grant program through the offices 
of our own Washington office of the association of our organization 
we immediately wrote to the Small Business Administration and 
mailed them a preliminary project for consideration. And Governor 
Blair wrote a letter also to Mr. Kelley whose name we had received 
from the Kansas City office of Small Business Administration stating 
that our division was to be the State agency in Missouri to apply for 
that grant. 

After conferences with Dr. White and his staff we submitted a 
proposal and have discussed this in detail with him. At this time the 
status of this is that we are now awaiting the action of his organiza- 
tion in approval of this program. 

We are ready to go into this project as soon as we are authorized. 

That is, briefly, the substance of my remarks. 

Mr. Evins. You filed an application on behalf of the Governor 
of Missouri, but no favorable action has been taken by the Small 
Business Administration ? 

Mr. Kinne. Right. 

Mr. Fivins. You hope that early action may be forthcoming? 

Mr. Kinne. Right. 

Mr. Evins. Any questions? 

Mr. Brown of Missouri. Mr. Kinne, you have had quite a vast ex- 


erience with small business problems, working as you do for the 
State of Missouri? 


Mr. Kinne. Considerably, yes, sir. 

Mr. Brown of Missouri. You are working on the same problems 
in the State, really, that many of us are working on up here at the 
Washington level ? 

Mr. Kinne. Right. 

Mr. Brown of Missouri. You just heard Dr. White’s analysis of 
this grant program. : 

Would you care to comment on it? 

Mr. Krnne. Well, we feel that just straight research and the ex- 
penditure of some $2 million a year, just on research is not the an- 
swer to the problems of our small business in Missouri right now. 
We feel they need specific research on their particular problems im- 
mediately, and the application of that research to their problems to 
help them today or tomorrow or next year, rather than something 


that will be concluded at the end of a year and that may or may not 
have an application. 
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When we submitted a report or a project we tried to take one that 
was of general information, that would help us and other States and 
Federal agencies, too. 

We feel that this $2 million a year or more could be spent better by 
permitting us to do considerable counseling and advising of our own 
manufacturers and other businessmen because we realize that this 
is a project that should not be just for the manufacturers. 

We have to spread it out all over all kinds of businesses, because it 
is that. 

Mr. Brown of Missouri. You heard Dr. White say that he felt that 
the $2 million—the whole $2 million—could better be spent in re- 
search. Are you saying that you would prefer it being spent in 
counseling ? 

Mr. Kinng. Well, you have to study the problems. You have to 
do some research in order to help a man with his own problems, 
whether it be, say, a market study of the metal trades; for instance, 
to find out what kind of consumer goods are needed in that field in 
the Middle West—you have to do some research, yes, but we feel 
that we should be able to pinpoint our research to problems that we 
find on the State level. 

Mr. Brown of Missouri. What is the annual budget of the Missouri 
Resources and Development Division ? 

Mr. Kryne. Our annual budget will range anywhere from $400,000 
to $500,000. 

Mr. Brown of Missouri. How much of that would you say is spent 
on research ; that is, as such ? 

Mr. Krnne. I would say that we spend, roughly, maybe $20,000 to 
$30,000 a year on research only. 

Mr. Brown of Missouri. Do you feel that that is about all that 
the State can spend on research at this time? 

Mr. Kinne. Well, that is all that we can use from our appropria- 
tion, because the State legislature earmarked the funds. Up to this 
time they have not seen fit to grant additional money. 

We have added additional personnel in the past couple of years. 
We hope to add some more. It is a slow process. But right now I 
think that is about all that we can spend in Missouri. 

Mr. Brown of Missouri. Would you say that the remainder of the 
budget is spent largely on counseling ? 

Mr. Kinne. No. A big part of our program is working on the com- 
munity level with our communities, to help them improve their own 
economy, whether it be by helping their existing manufacturers with 
their financial problems or their marketing problems, or working 
even with new manufacturers to find a location for them in the State 
of Missouri. 

Mr. Brown of Missouri. That would fall in the category of coun- 
seling more than any other, would it not? 

Mr. Kinne. Yes, that is true; it is counseling. 

Mr. Brown of Missouri. So, actually, if you got the grant, the effect 
would be to double your research budget as such, right now? 

Mr. Kryne. Right. 

Mr. Brown of Missouri. And the rest of it you are spending on 
counseling ? 

Mr. Kinne. Right. 
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Mr. Brown of Missouri. Do you feel in general that the State of 
Missouri can carry most of the counseling load, or do you need help 
from the Federal Government in the counseling field ? 

Mr. Kinne. The personnel in the Department of Commerce and in 
the Small Business Administration office in Kansas City and in St. 
Louis do a limited amount of counseling because they have to take care 
of a wide area, not only the State of Missouri but other areas, too. 
For instance, in the field of production, they only have two people to 
handle, I think, about three States. 

We have five professional personnel in the division. We cannot 
do all of the counseling on local distribution problems or the prob- 
lems of the small businessman. 

Mr. Brown of Missouri. So are you saying that the State could use 
some more help from the Federal Government on counseling ? 

Mr. Kinne. We need some more help, yes, whether it be on the 
State or the Federal level, as to that 1 do not know—either way 
would be satisfactory. 

Mr. Brown of Missouri. Thank you. 

Mr. Evins. I think that Mr. Brown will help the Small Business 
Administration to make up its mind on this matter. 

Thank you very much. 

Mr. Roosrvetr. I notice that you say that there is a bibliography 
of 25 articles or books which you submitted or prepared. Would that 
indicate, in line with Mr. Brown’s questions, that perhaps there is not 
such a need for the basic research in this field, but that the real need is 
in counseling; in other words, problems have been studied and we 
should, perhaps, concentrate more directly in helping the individual 
States to expand their counseling service with, of course, such research 
as you have to do in order to properly counsel ? 

Mr. Kinne. Well, the Small Business Administration through other 
activities, does a lot of general research. For instance, they have 
pointed out the number of special papers that have been prepared in 
a year’s time on general topics relating to the problems of small 
business. 

I would say that the existing business and public administration 
schools and the various universities will continue to do a lot of the 
general type of research, but what we need to do is to do specific re- 
search aimed at specific problems locally, and counsel with those peo- 

le, yes. 

‘ Mr. Roosrvetr. Unless I misunderstood Dr. White’s testimony, they 
are not going along that course at the present time. 

Mr. Kinne. That is right. 

Mr. Roosrveir. And, therefore, I raise another question whether 
we should not, perhaps, go back to a different method of giving the 
money directly to the State agency for such use as that agency felt 
was most important in that State. 

Mr. Brown of Missouri. Would you yield? 

Mr. RoosEvetr. Yes. 

Mr. Brown of Missouri. Did you hear Dr. White say that there was 
going to be a forthcoming session on this matter of counseling and that 
it would be thoroughly discussed ? 

Mr. Kinne. Yes. 

Mr. Brown of Missouri. Will Missouri be represented at that ses- 
sion ? 
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Mr. Kinne. I hope so. 

Mr. Brown of Missouri. Let us make sure that Missouri is there. 

Mr. Kinne. Yes. 

Mr. Brown of Missouri. Thank you. That is all. 

Mr. Evins. Mr. Avery. 

Mr. Avery. Mr. Kinne, I did not understand from your oral state- 
ment and, of course, I have not had time to read your written state- 
ment previously submitted—but are you suggesting that perhaps the 
1958 act should be amended to provide that the Governor of each State 
should designate the agency or the institution within the State that 
would be selected to receive this grant? 

Mr. Krynr. I think possibly a better amendment might be to util- 
ize the existing State government agencies in the field of economic 
development. Of course, to consult the Governor on it, because in 
some cases maybe the development agency is not interested in that sort 
of thing, and the Governor will know about it, yes. Our own Governor 
is vitally interested in it and we feel that the State economic develop- 
ment agency can best handle this type of program. 

Mr. Avery. You are suggesting then that anything other than a 
State agency should be excluded ? 

Mr. Krinne. Letting the State agency contract for the experts that 
they think best in their State. 

For instance, we might utilize personnel from Washington Univer- 
sity or the University of Missouri or St. Louis University, or any of the 
other colleges if we felt that type of help was best qualified to help the 
small businessman, yes. 

Mr. Avery. Then, in effect, you are, as I interpret your remarks, Mr. 
Kinne, saying that you think the Governor or an agency directed by 
him, would be in the best position to best utilize the grants available? 

Mr. Krnne. Yes, sir. 

Mr. Avery. You said, I believe, that the budget of the State of Mis- 
souri—you called it the industrial ? 

Mr. Kinne. The division of resources and development. 

Mr. Avery. That it has an annual budget of about $400,000 or in 
excess of that? 

Mr. Kinne. Yes, sir. 

Mr. Avery. Those are appropriated funds, or is a certain propor- 
tion of that donated by various industrial institutions ? 

Mr. Kinne. That is entirely appropriated. 

Mr. Avery. That is entirely appropriated ? 

Mr. Kinnre. Yes. 

Mr. Avery. Is there any contribution at all by industry in the State 
of Missouri to that fund ? 

Mr. Kinne. No, sir. I might add that that appropriation is split 
among a number of various activities. For instance, the State museum, 
water resources, development of our tourist promotion, publicity and, 
also, the aviation program, as well as the industrial. We get, roughly, 
40 percent of the budget for industrial development alone. 

Mr. Avery. Let us say $500,000—that is a sort of an omnibus appro- 
priation, is that right—for all of the agencies that you have named? 

Mr. Kinne. Yes, sir. They are all under the division of resources 
and development. 

Mr. Avery. But, actually, you get about what did you say, a fifth? 

41487—59—pt. 115 
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Mr. Kinne. I might say around $100,000 for the industrial section. 

Mr. Avery. Then, actually, your own industrial budget is only about 
$100,000 ? 

Mr. Kinne. That is right. 

Mr. Avery. I do not know about your State of Missouri, but in my 
State of Kansas, it does quite a bit of advertising, so to speak, which 
is done by what we call our industrial development commission. I pre- 
sume that is rather expensive. 

Mr. Kinne. Yes. . 

Mr. Avery. If you have such an enterprise would that have to come 
out of your $100,000 budget? 

Mr. Kinne. Yes. 

Mr. Avery. You received no assistance from industry within the 
State of Missouri ? 

Mr. Kinne. No, sir. 

Mr. Avery. Have you ever explored the possibility of soliciting 
funds from them ? 

Mr. Krinne. We have, but we feel that the best approach is for them 
to do their own advertising. For instance, the banks, the railroads, 
the utilities are embarking on their own advertising program. We 
find that is the best method, because we do not have any ties or do not 
owe any allegiance then to any one group. 

Mr. Avery. Let us say on a rather comprehensive presentation, like 
searching for an industry to come in, interested in a lot of water (with 
which you are pretty well supplied in Missouri), what type of advertis- 
ing would you have—who would sponsor that type of advertising? 

Mr. Kinne. For the past year and a half we have not done any 
State advertising in publications; rather we are spending that money 
on personal visitation to manufacturers, and the preparation of ma- 
terials in our own office in cooperation with the State geological sur- 
vey, to present that information to the manufacturers we think would 
be most interested in it. 

Mr. Avery. Thank you. 

Mr. Eviys. Thank you very kindly for your statement. 

Mr. Kinne. Thank you. 

Mr. Evrns. We will now call on Mr. Gadsby, Chairman of the Se- 
curities and Exchange Commission. We are pleased to receive you, 
Mr. Gadsby, and to hear your testimony. You may have your staff 
sit with you, if you wish. 

Do you have a prepared statement ? 

Mr. Gapssy. Yes. 

Mr. Evins. You may proceed in any way that you wish. 

Mr. Gapspy. If it is satisfactory to you I would like to read the 
statement that I have here. 


_ Mr. Evins. We appreciate your coming to give the committee this 
information. 
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TESTIMONY OF EDWARD N. GADSBY, CHAIRMAN, SECURITIES AND 
EXCHANGE COMMISSION; ACCOMPANIED BY LAWRENCE M. 
GREENE, ASSISTANT DIRECTOR, DIVISION OF CORPORATE REGU- 
LATION; MANUEL F. COHEN, CHIEF COUNSEL, DIVISION OF COR- 
PORATION FINANCE; THOMAS G. MEEKER, GENERAL COUNSEL; 
AND JOSEPH B. LEVIN, ASSISTANT GENERAL COUNSEL 


Mr. Gapssy. Mr. Chairman, and members of the committee, my 
name is Edward N. Gadsby. I am from the Commonwealth of Massa- 
chusetts and am Chairman of the Securities and Exchange Commis- 
sion. I am accompanied today by certain members of the Commission 
staff. 

To my right is Mr. Cohen, the Chief Counsel of the Division of Cor- 
poration Finance, and at my left is Mr. Greene, the Assistant Director 
of the Division of Corporate Regulation. I, also, have other members 
of the staff with me who will be available to give such information 
as you may wish. 

We are here at your invitation to testify on our activities in relation 
to the Small Business Investment Act of 1958 which became law on 
August 21, 1958. 

I should like briefly to summarize for you (1) the application of the 
laws which we administer to the small-business investment company, 
(2) the steps we have taken to simplify compliance with the securities 
laws consistent with assuring the investor protections afforded by 
those laws, and (3) in the latter connection the cooperative efforts un- 
dertaken by our agency and the Small Business Administration in im- 
plementing the statute and in educating the interested public in the 
applicable requirements. 

Section 307 of the Small Business Investment Act of 1958 provides 
certain exemptions from three of the statutes which we administer. 
Provision is made for a conditional exemption from the Securities 
Act of 1933 and the Trust Indenture Act of 1939 where the Commission 
finds that the enforcement of the particular statute with respect to 
the securities issued by a small-business investment company is not 
necessarily in the public interest and for the protection of investors. 
An outright exemption is provided from the requirement of the In- 
vestment Company Act of 1940 specifying a certain asset coverage for 
debt securities of investment companies. In fashioning this statutory 
pattern the Congress considered and weighed the problems involved in 
affording assistance to small business and at the same time preserving 
adequate protections for the investing public. The Congress ap- 
parently decided that any plan of assistance to small business which 
would involve public investment must be bottomed upon the time- 
tested maxim that confidence can only be achieved, and damage to the 
public avoided, by adherence to open and complete disclosure and fair 
dealing between the parties... To this end it was determined that these 
new small-business investment companies would be subject to the ap- 
plicable provisions of the securities laws except to the extent that I 
have already noted. 

The Securities Act of 1933 has two basic objectives: One is to pro- 
vide investors with information concerning securities offered for pub- 


1 See S. Rept. No. 1652, 85th Cong., 2d sess., p. 13. 
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lic sale, and the other is to prevent misrepresentations and fraud in 
the sale of securities generally. The act seeks to accomplish its objec- 
tives primarily by requiring the registration with the Commission 
of all securities offered or sold by use of the mails or other instruments 
of transportation or communication in interstate commerce. There 
are, however, exemptions from registration. 

Registration under the 1933 act is the process whereby a registra- 
tion statement is filed with the Commission and becomes effective 
after a statutory lapse of time, absent Commission action. The prin- 
cipal component of a registration statement is a prospectus which 
describes the issuer, its business and management and the proposed 
offering, and furnishes certain financial and other information neces- 
sary to an informed investment appraisal of the security being offered. 
Prospective purchasers must be furnished with a copy of the pros- 
pectus. 

The Investment Company Act of 1940 provides for the registration 
and regulation of companies engaged primarily in the business of 
investing, reinvesting, holding, and trading in securities. The gen- 
eral objectives of this statute are to secure honest and unbiased man- 
agement of the investors’ funds; to give security holders a voice in 
the investment company and particularly in the selection of manage- 
ment; to assure adequate and feasible capital structure; to obtain 
fairness in all transactions between affiliated persons and the invest- 
ment company; and to see that the shareholders are provided with 
informative periodic financial reports. 

As soon as the Small Business Investment Act was passed, we 
directed our staff to prepare drafts of regulations to implement our 
participation in the administration of that act, particularly under 
those provisions of the statutes we administer. My fellow Commis- 
sioners and I met with the Small Business Administrator and his 
staff and laid plans for full cooperation between both agencies looking 
to the furtherance of the objectives of the statute. Members of our 
staff conferred with the staff of the newly created Small Business 
Investment Division of the Small Business Administration concern- 
ing the various issues and problems raised by the new statute. The 
Commission’s experience in the regulation of investment companies 
was made available, and each agency reviewed drafts of the others’ 

roposed regulations and forms and made many helpful suggestions. 
Ve have now evolved a procedure under which applications for 
licenses under the Small Business Investment Act are submitted, with 
the applicant’s consent, to the Commission when they are filed with 
the Small Business Administration. This enables our staff to review 
the application promptly and advise the applicant as to the effect 
of the securities laws upon his proposal. 

Following these conferences and conferences within our own agency, 
we issued on November 5, 1958, a notice proposing certain exemptions 
for securities of small business investment companies and notice of 
a proposed single registration form for such companies designed to 
cover registration under both the Securities Act of 1933 and the In- 
vestment Company Act of 1940. In accordance with our usual prac- 
tice, all interested persons were invited to submit their views and 
comments on the proposals before November 20, 1958. In light of 
the comments so received and after further consideration, we issued 
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notice on December 17, 1958, of the adoption of a registration form 
N-5 for small business investment companies and a regulation E 
providing an exemption for securities of small business investment 
companies under certain conditions. 

Form N-5 is a combination form which enables a small business 
investment company to file a single registration statement which 
meets the requirements of the Investment Company Act and at the 
same time serves to register securities for a public offering under the 
Securities Act. The provisions of form N-5 are such that nearly 
all of the required information will be available from the data already 
assembled and presented to the Small Business Administration in the 
application for preliminary approval which is a requisite to the formal 
application for a license from that agency. The preliminary approval 
is also necessary for the use of form N-5 or of regulation E, which I 
shall describe in a few moments. 

As I have indicated, the Securities Act provides for a number of 
exemptions from registration applicable to certain types of securi- 
ties issued under certain circumstances and to certain transactions in 
securities. 

It is important, however, to remember that small business invest- 
ment companies may offer securities without registration if they can 
qualify under exemptions provided for in the Securities Act. Our 
experience to date indicates that small business investment companies 
are utilizing the exemption provided in section 4(1) of the Securities 
Act for “transactions by an issuer not involving any public offering.” 
This is frequently referred to as the “private offering” exemption. 
It should be noted that this is not an exemption of the security as 
such, but is an exemption of a limited type of transaction in securi- 
ties. Those that cannot utilize this exemption may seek to qualify 
under the Commission’s regulation E. 

As I have already indicated, when the Congress enacted the Small 
Business Investment Act of 1958, it inserted a new section 3(c) in 
the Securities Act of 1933 which authorizes the Commission to adopt 
rules and regulations exempting, upon appropriate terms and con- 
ditions, the offering of securities by small business investment com- 
panies. Acting pursuant to this new authority, the Commission has 
adopted a new regulation E. This regulation is similar in many 
respects to regulation A, the principal exemption adopted under sec- 
tion 3(b) of the Securities Act of 1933 for small offerings not in excess 
of $300,000. 

The exemption under regulation E is also limited to $300,000 and 
in substance is not available if the issuer or any of its affiliated persons 
have been guilty of misconduct under the securities laws. Regulation 
E requires that an offering circular be used in connection with the sale 
of the securities offered thereunder, except in certain cases involving 
offerings of less than $50,000. The idea of requiring the use of an 
offering circular was one taken over from regulation A. The Com- 
mission believes that as a protection to those engaged in the invest- 
ment business, as well as to the investing public, certain basic informa- 
tion should be furnished to each person to whom the securities are 
offered. Our experience has demonstrated the wisdom of this require- 
ment in connection with the exemption under regulation A. 
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If specific requirements are not set forth governing the content of 
such offerings documents, issuers not sophisticated in the ways of the 
securities markets might be at a loss to know precisely what informa- 
tion we conceive ought to be included in the offering circular in the 
interest of fair disclosure. Conse quently, the requirements as to the 
contents of an offering circular are described in a schedule attached to 
regulation E. We believe that these requirements are limited to 
what would be regarded as the essential facts concerning the company 
and the securities to be offered. 

I might say that one important piece of information which we insist 
upon is that use of the proceeds be described in the offering circular, 
the proposed use. 

The preparation of the notification and offering circular should not 
be much of a burden. The information required i is fundamental and 
is readily available to the company desiring to use the regulation and 
in fact will have to be submitted to the Small Business Administration. 
I believe that the procedure under regulation E is as simple as it 
can be in view of the paramount necessity for protecting the American 
investor. 

Another action taken by the Commission to facilitate the program 
contemplated by the Small Business Investment Act is the adoption 
of certain interpretative rules. The Small Business Investment Act 
requires that a small business firm which obtains funds by the issuance 
of its convertible debenture bonds to a small business investment com- 
pany must purchase stock of the investment company in minimum 
specified amounts. Since the investment company must stand ready 
to issue the stock, this procedure raised the question whether a public 
offering of the securities, within the meaning of the Securities Act and 
the Investment Company Act, by the investment company may be 
involved. The Commission adopted rules 151 and N-3C-1 which 
define the offer and sale of the securities of the investment company 
under these circumstances as not involving a public offering within 
the meaning of both statutes. It should be noted, however, that the 
rules relate : solely to the transaction between the investment company 
and the small business firm, and contemplates that the latter will keep 
the shares so received for investment. These rules, however, cannot 
be used as a device to effect a distribution to the public of the stock 
of the small business investment company in contravention of the 
registration provisions of the Securities Act. 

ri might make a brief observation at this point with respect to the 
convertible debenture bonds from the viewpoint of the mvestment 
company acquiring them. This acquisition may be made with a view 
to the distribution to the public of the debentures after seasoning and 
development of a market for them, or with a view to the distribution 
of the underlying common stock received upon the conversion of the 
bonds. Since most investment companies would probably be inter- 
ested in turning over available resources as rapidly as possible, this 
activity of the investment company may be likened to that of an un- 
derwriter. In these circumstances consideration would have to be 
given to the registration and prospectus provisions of the Securities 
Act and perhaps to the provisions of the Trust Indenture Act insofar 
as these securities of the small business companies are concerned. 

One word as to the possible effect of the Trust Indenture Act of 
1939. That act requires that bonds, notes, debentures, and similar 
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securities publicly offered for sale, except as exempted by the act, be 
issued under an indenture which meets specified requirements of the 
act which provide means by which the rights of holders of securities 
issued under such indentures may be protected and enforced. 

Several exemptions of importance to small business investment com- 
panies and small business concerns are contained in the Trust Inden- 
ture Act. The first of these exempts securities issued otherwise than 
under an indenture in an amount not exceeding $250,000 within a 
period of 12 consecutive months. The second exempts securities is- 
sued under an indenture which limits the total amount of securities at 
any time outstanding thereunder to $1 million, provided the aggregate 
amount of securities offered during any period of 36 consecutive 
months does not exceed such amount. Transactions which are ex- 
empted by section 4 of the Securities Act are also exempt under the 
Trust Indenture Act. In addition, the Commission is authorized by 
section 304(e) of the act, which was added by the Small Business In- 
vestment Act of 1958, to exempt without limitation as to amount any 
class of securities issued by a small business investment company sub- 
ject to such terms and conditions as may be prescribed. Thus far, no 
need has demonstrated itself for the exercise of this exemptive 
authority. 

I should like to turn now to a discussion of the applicability of the 
Investment Company Act of 1940 to the new small business invest- 
ment companies and, in general, the nature of the requirements under 
that statute. 

The Small Business Investment Act provides an exemption from 
section 18(a) of the 1940 act so that small business investment com- 
panies need not have the asset coverage of 300 percent which is other- 
wise required in the case of issuance of debt securities. As exemption 
was also provided from the statutory prohibition against the declara- 
tion of dividends on capital stock unless certain asset coverage on pub- 
licly held bonds or debentures is maintained. 

In other respects the Commission will have to exercise its duties and 
responsibilities, including its general exemption authority, under the 
Investment Company Act of 1940, since it is clear that those companies 
operating to make equity capital available to small business under the 
Small Business Investment Act will in the usual case be investment 
companies as defined in the Investment Company Act, and thus be 
subject to our jurisdiction. 

One important exception to this general statement is, however, 
specifically set out in section 3(c) of the Investment Company Act. 
Under this section, an investment company is excepted from regulation 
under the 1940 act if its own outstanding securities are benefically 
owned by not more than 100 persons and if it is not engaged in making 
or it is not proposing to make a public offering of its securities. In 
other words, if a public offering is involved or if the company has 
more than 100 security holders, registration under the Investment 
Company Act would be required. In calculating the number of such 
holders of the investment company securities, the beneficial holders 
of the securities of any company which owns 10 percent or more of 
the voting securities of the investment company must be counted indi- 
vidually. A considerable number of small business investment com- 
panies will doubtless be financed privately by a limited group of per- 
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sons, thus bringing them within this exception. If, however, 1 or 
several corporations with more than 100 stockholders of their own 
organize and control a small business investment company, registra- 
tion under the 1940 act will be required even though no public offering 
is involved. 

In this connection, it should be noted that the Commission has re- 
ceived suggestions that wholly owned subsidiaries of banks or other 
corporations be exempted from the Investment Company Act even 
though they may have public stockholders. Of course, due to the 
stock-purchase requirement of the Small Business Investment Act, a 
small business investment company will not be completely wholly 
owned, since it will be compelled to sell some of its stock to sinall 
business concerns to whom it extends equity financing. These invest- 
ment companies desiring exemption treat this stock purchase by small 
business borrowers as a temporary matter, indicating that the stock 
will be subject to an option to repurchase as soon as possible, which 
is 80 days under Small Business Administration regulations if there is 
no financing by that agency involved. These suggestions are receiving 
the very serious study of the Commission and its staff. 

While registration under the Investment Company Act is a sepa- 
rate process from the registration provided for under the Securities 
Act, nevertheless we have helped the small business investment com- 
panies by the adoption of form N-5: As I have already pointed out, 
that form covers registration under both the Securities Act and the 
Investment Company Act, or under the Investment Company Act 
alone if the Securities Act is not applicable. Furthermore, we are now 
working together with the Small Business Administration to develop 
uniform reporting requirements that will enable small business invest- 
ment companies to file required periodic reports with both agencies 
with a minimum of duplication. 

Seven small business investment companies have now registered 
under the Investment Company Act of 1940. Of these, three are 
preparing to make a public offering of their securities, one of them 
having already filed under the Securities Act of 1933. We have also 
received general inquiries from approximately 40 persons interested 
in forming small business investment companies who have inquiries 
as to the application of the statutes we administer. In addition, 16 
persons who have received a notice to proceed from the Small Busi- 
ness Administration have made inquiries concerning the availability to 
them of the private offering exemption under section 4(1) of the 
Securities Act. 

Neither the Investment Company Act nor, indeed, the other statutes 
administered by the Commission, should be viewed as placing unrea- 
sonable obstacles in the path of corporations which must raise money 
from the public. On the contrary, history teaches us that the stand- 
ards of conduct imposed by these statutes will in the long run be of 
great assistance in contributing to the successful operation of small 
business investment companies having a public interest. To the extent 
that investors are protected by the safeguards provided for by this 
legislation, a more favorable climate for the flow of capital in this 
area can be expected. 

The Investment Company Act is quite detailed in its requirements 
because it covers many different situations. Many of these, how- 
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ever, have no bearing upon the activities of the proposed new small 
business investment companies, who will have no concern, for example, 
with provisions relating to open-end mutual funds, face-amount cer- 
tificate companies and periodic payment plan companies. 

Some of the applicable provisions should be kept in mind. First, 
the Investment Company Act requires that, before public offering of 
investment company securities may be made or completed, an initial 
$100,000 in net worth must be raised either privately or from not more 
than 25 persons as part of a public offering. This requirement is in- 
tended to assure that financially responsible persons will organize 
these companies which manage the investments of the public. 

Other statutory provisions of importance may be noted. As to 
capital structure, preferred stock must have a 200-percent asset cover- 
age and contain certain protective provisions. All common stock 
must have equal voting rights ; voting trusts are prohibited. 

As to management, the board of directors must contain a certain 
percentage of members who are “independent”, that is, not officers 
or employees of the company, or connected with the underwriter or 
an investment banking firm. 

Securities may not be issued for services and may not be sold below 
net asset value except in certain specified circumstances, as for exam- 
ple, in an offering to stockholders. 

Generally, transactions between the investment company and af- 
filiated persons, or their affiliates, are prohibited unless, upon appli- 
cation, the Commission approves the transaction as fair and reasona- 
ble by exemptive order but, other than in this context, there are no 
provisions authorizing or requiring the Commission to approve the 
making of investments or to pass upon the merits of any transactions. 

These prohibitions and affirmative requirements are based upon 
extremely careful studies of the industry and are designed to achieve 
the general statutory aim of investor protection. That these have suc- 
ceeded in the purpose of establishing public confidence in the invest- 
ment company industry is perhaps best demonstrated by the pragmatic 
results. From the first year of the operation of this legislation in 
1941, to the present, the dollar value of investments in these concerns 
has grown from $214 billion to $17 billion, and the number of indi- 
vidual investors has increased many fold. 

As I have already pointed out, we have cooperated with the Small 
Business Administration in the sormulation of rules, forms, and pro- 
cedures looking to expeditious effectuation of the policy of the Small 
Business Investment Act. We have also cooperated with that agency 
in making known to the general public the availability of this new 
method of financing small business. To this end, we have participated 
in forums and seminars for interested business and professional men 
in every region of the country. At these meetings the requirements 
and exemptions of the applicable securities acts were explained. The 
tremendous interest of professional and financial people throughout 
the country was manifested by the large audience and the detailed and 
exhaustive questioning of the participants in these meetings. 

As one last word, let me emphasize that regulation E and form N-5 
are designed to simplify procedures before the Commission in connec- 
tion with the public offering of securities. Of course, the Commis- 
sion never intends to be unreasonable in any of its demands, and if 
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regulation E and rule N-5 prove to be unworkable, we will most. cer- 
tainly review them. It seems to us, however, that the safeguards pro- 
vided in regulation E are the minimum which potential investors in 
securities might expect to receive. The Commission offers to coop- 
erate in every possible way with those persons who wish to organize 
under the Small Business Investment Act of 1958 and to make this 
legislation work. 

Thank you, Mr. Chairman. 

Mr. Evins. Thank you, Mr. Chairman, for a very comprehensive 
statement and for the attitude expressed in your statement. We are 
endeavoring to explore the sensitive points in the act. There has 
been a great deal of interest in seeing that this new law will be effec- 
tive and a useful instrument to aid small business economy, and we are 
interested in knowing whether any amendment should be provided 
to the statute to make it a more effective instrument. 

One of the complaints that has been called to the attention of the 
committee, is that there is a duplication of forms, as a result of the 
overlap of SBA and SEC legislation and this leads to delays and a lot 
of redtape. After these applicants go to SBA, then they have to go 
to the SEC. Some have pointed out that some of the forms could be 
eliminated, that the duplications could be minimized. I think you 
well pointed out your attitude of endeavoring to make these forms as 
simple as possible, and yet at the same time protect the public interest. 
Certainly the public interest should be paramount. 

As I understand it there are only four statutes in which exemption 
from SEC filing is provided, and the Small Business Act constitutes 
the fourth over which the SEC has jurisdiction for issuing exemp- 
tions ? 

Mr. Gapssy. That is right, sir. 


Mr. Evins. I would like to have this section 307 printed in the 


record at this point, which includes the section of which the Chairman, 
Mr. Gadsby, has just spoken. 


(Language referred to is as follows:) 


EXEMPTIONS 


SEc. 307. (a) Section 3 of the Securities Act of 1933, as amended (15 U.S.C. 
77c), is hereby amended by inserting at the end thereof the following new sub- 
section (c): 

“(e) The Commission may from time to time by its rules and regulations and 
subject to such terms and conditions as may be prescribed therein, add to the 
securities exempted as provided in this section any class of securities issued by 
a small business investment company under the Small Business Investment Act 
of 1958 if it finds, having regard to the purposes of that Act, that the enforce- 
ment of this Act with respect to such securities is not necessary in the public 
interest and for the protection of investors.” 

(b) Section 304 of the Trust Indenture Act of 1989 (15 U.S.C. T7ddd) is 
hereby amended by adding the following subsection (e) : 

“(e) The Commission may from time to time by its rules and regulations, 
and subject to such terms and conditions as may be prescribed herein, add to 
the securities exempted as provided in this section any class of securities issued 
by a small business investment company under the Small Business Investment 
Act of 1958 if it finds, having regard to the purposes of that Act, that the 
enforcement of this Act with respect to such securities is not necessary in the 
public interest and for the protection of investors.” 

(ec) Section 18 of the Investment Company Act of 1940 (15 U.S.C. 80a-18) is 
amended by adding at the end thereof the following: 

“(k) The provisions of subparagraphs (A) and (B) of paragraph (1) of 
subsection (a) of this section shall not apply to investment companies operating 
under the Small Business Investment Act of 1958”. 
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Mr. Evins. I was going to ask you what has been accomplished to 
date. I believe that in the latter part of your statement you covered 
that, stating that several investment companies have filed for exemp- 
tions and others had discussed it with the staff of the Commission. 

Mr. Gapssy. Of course, if the issue is subject to exemption, they may 
proceed without reference to us. 

Mr. Evins. Will you just give them, Mr. Chairman, a letter of 
exemption? Isthe letter sufficient? 

Mr. Gapsspy. They do not even come to us. They may proceed 
under the exemptive provisions of the 1933 and 1940 acts without 
further attention. 

Mr. Evins. Upon the advice of their own counsel and on their own 
responsibility, is that right ? 

Mr. Gapspy. Of course, the company may, if it wishes, submit its 
proposition in written form and request a statement that we have no 
objection, in which case we do state that if the situation is carried out, 
in accordance with their letter, the staff would recommend no action 
to the Commission. That, I think, is required by the Small Business 
Administration as a matter of practice. 

Mr. Evins. It was pointed out yesterday that too detailed forms 
were required by the SBA and that too detailed forms were required 
by the SEC. I believe you are working to the end that these may be 
minimized, and as much duplication as possible avoided. 

Mr. Gapssy. It is the express policy of the Commission to simplify 
this matter as much as we humanly can under the statutes under 
which we have to operate. 

Mr. Evins. Certainly I think your attitude of going to these forums, 
To in the forums and seminars has undoubtedly been 

elpful. Do you anticipate that the workload of the Commission will 
be substantially enhanced by this enactment? 

Mr. Gapssy. I suspect that it probably will. 

Mr. Evins. You report that before the Appropriations Committee ? 

Mr. Gapspy. That we have already done. 

Mr. Evins. Mr. Roosevelt ? 

Mr. Roosrvett. Mr. Chairman, with reference to page 7 of your 
statement, sir, if the debenture or the convertibility is not such that it 
involves a public character when it becomes a question of divestment, 
would you think that it was still necessary then, to keep them under 
the provisions of the Securities Act, or the Trust Indenture Act? 

Mr. Gapspy. Well, when the convertible debentures are issued by 
the small business and purchased by the small business investment 
companies that, of course, is obviously a private sale under section 4(1) 
and it is not necessary to register them. - However, as I point out in 
my statement the obvious purpose of this thing is to roll the capital 
over, and presumably these convertible debentures will be held only 
until they can be marketed. When they are marketed, of course, it 
might very easily become necessary to register under the Securities 
Act if there is a public offering involved. 

Mr. Roosevetr. But only if there is a public offering involved ? 

Mr. Gapssy. Only if there isa public offering involved 

Mr. Roosevetr. In other words, you would hold that they were 
exempt as long as there was a private transaction involved, they would 
come under your exemption ? 
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Mr. Gapspy. Certainly. The Small Business Investment Company 
could sell to the private investor the whole issue and we would not 
be interested in it. And other exemptions might also be available. 

Mr. Roosrvett. Or if it were less than $50,000 involved ¢ 

Mr. Gapssy. No, that would not follow. That is only under regu- 
lation A. They would not have to use an offering circular if it is less 
than $50,000, but they would still have to comply with regulation A. 

Mr. Roosrvett. They would have to register ? 

Mr. Gapssy. They would still have to file under regulation A. 

Mr. Roosrverr. And you would suggest that that be retained, that 
that provision be kept ? 

Mr. Gapssy. Oh, by all means, I think so, for the protection of the 
investor. 

Mr. Roosevetr. Just to clarify myself, on page 8, the limit of $1 
million is that the one company, or one issue of security ? 

Mr. Gapspy. That is one issuer. 

Mr. Roosrvetr. One issuer ? 

Mr. Gapspy. Yes. 

Mr. Roosrvett. In other words, it might be a number of different is- 
sues by that issuer ? 

Mr. Gapssy. Under the indenture, the total amount of securities at 
any time outstanding may not exceed $1 million regardless of the 
number of issues. 

Mr. Roosrvetr. I see. Now, on pages 9 and 10, where you are re- 
ferring to the fact that there may be more than 100 stockholders, but 
there may not have been a public issue, and you are studying a sug- 
gestion that they be exempted, do you have the power to exempt them 
under existing law ? 

Mr. Gapspy. Yes. 

Mr. Roosrvetr. In other words, it does not require legislation ? 

Mr. Gapspy. No. 

Mr. Roosrvettr. Would you explain to me, the questions involved, 
proandcon? In other words, there is no public offering. Why should 
not it be an almost automatic thing ? 

Mr. Gapssy. Perhaps I had better ask my staff members who are 
studying that. Mr. Greene is studying that, and can give you a better 
answer than I could. 

Mr. Greene. I would like to explain that situation. The statute 
contains perhaps only two possible exemptions for small business in- 
vestment companies. One is section 3(c)(1) which covers a private 
offering exemption which we have discussed here. The other one is 
the possible exemption for a wholly owned subsidiary of a noninvest- 
ment company. That exemption, however, is available only if all 
the securities of the subsidiary are held by the parent company. 

Now, in the case of a small-business investment company which is, 
in turn, owned by a bank or other financial institutions which in 
turn, has publicly held securities, all of its securities may be held at 
the outset but as soon as it engages in any equity financing, under the 
Small Business Investment Act, it must sell its stock to the small- 
business firm borrowers and, therefore, its securities are not totally 
owned, and therefore it is not entitled to this exemption. 

Mr. Roosevert. But Mr. Greene, as was brought out yesterday, 
this will be such a minute part of the total that it would almost be 
inconceivable that it would be an important part. ~ 
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Mr. Greene. Exactly, and that is the basis upon which the Com- 
mission is giving attention to the request for exemption and the rea- 
son why it may very well view such an exemption favorably. 

Mr. Roosevetr. Of course, my question 

Mr. Greene. The objective of the statute is to exempt wholly 
owned subsidiaries, and this particular subsidiary is practically 
wholly owned, except for this one aspect of the program, the stock 
purchase requirement, which is only in existence temporarily. 

Mr. Roosrverr. It was stated yesterday, that this provision was the 
main reason why investment companies had not come into this field 
in any large numbers. Or, as a matter of fact, I do not know that 
any were brought in. I am wondering—perhaps I should address this 
to the chairman—how you would feel as to legislation which would 
remove your consideration and make it an automatic exemption. 

Mr. Gapspy. Well, certainly Mr. Roosevelt, so far as that par- 
ticular provision in the Small Business Investment Company Act is 
concerned, it is a matter of congressional policy, and is not even in an 
act over which we have any jurisdiction. I certainly do not feel com- 
petent to advise on it. However, we do have 

Mr. Roosevetr. Wait a minute. You do because you take jurisdic- 
tion where the company has more than 100 stockholders. 

Mr. Gapssy. What I am attempting to say, Mr. Roosevelt, is that 
as far as that specific provision which requires the borrower to pur- 
chase stock in the small-business investment company is concerned, 
that is a matter that is not under our jurisdiction at all. 

Mr. Roosrevetr. That, [am not interested in. What I am interested 
in is 

Mr. Gapssy. We do have broad exemptive powers under section 6 
of the Investment Company Act, which allows us to exempt any 
company from almest any provisions of the act—so long as that ex- 
emption is consistent with the public interest and the protection of 
investors—and we do have adequate statutory power now to exempt 
these particular transactions. It is just a question of whether a study 
is necessary to make sure that it is not going to stultify us in some 
other way in connection with other operations under the act. 

Mr. Roosevetr. Mr. Chairman, perhaps I am a little dense, but I am 
still not clear in my own mind as to how you would feel, if, along the 
previous line, we would take and make an exception or an exemption 
under the present Securities Act and simply say that those small- 
business investment companies having more than 100 stockholders, 
but making no public offering in order to secure those 100 stockholders, 
should automatically be exempted from the Securities Act. 

Mr. Gapssy. We would certainly give serious attention to a pro- 
posed amendment which would extend to small-business investment 
companies an exemption under the Investment Company Act of 1940 
if the only reason why it would not be entitled to an exemption at 
the present time is the fact either (1) that less than all its shares 
are owned by a bank only because of the present requirements that 
borrowers must at the same time also purchase a minimum amount of 
equity securities, if these equity securities are not to be resold to the 
public or (2) that its securities are owned by more than 100 persons 
only because of the fact that a bank stockholder therein has more than 
100 stockholders itself. On the other hand, as I have already said, 
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we now have power by administrative order to make exemptions in 
these cases if the facts warrant it. 

Mr. Roosevett. Thank you, Mr. Chairman. 

Mr. Evins. Mr. Brown of Missouri ? 

Mr. Brown of Missouri. Mr. Chairman, I noticed in the newspaper 
this morning where there has been a flow of some 5 billion dollars’ 
worth of new money into the stock market recently. Did you notice 
that article in the paper? 

Mr. Gapssy. I not only did not notice the article but I cannot 
imagine where the information came from. 

Mr. Brown of Missouri. It did not come from your Agency ? 

Mr. Gapssy. No. 

Mr. Brown of Missouri. How much new money would you estimate 
has been flowing into the stock market—I mean, you know, stock 
investments in the last couple of years ? 

Mr. Gapsgy. I would not have any way of making an estimate. 
It would be completely impossible, I think, to make such an estimate. 

Mr. Brown of Missouri. One of the purposes of the Small Business 


Investment Act was to attract more investment capital into the small 
business channels. 

Mr. Gapspy. That is right. 

Mr. Brown of Missouri. Now, if a small-business company fills out 
the necessary forms with your office and gets authority to issue, let 
us say, $1 million worth of stock, they have to print an offering cir- 
cular, is that right ? 

Mr. Gapssy. That is right; a prospectus. 

Mr. Brown of Missouri. Now what form of advertising could they 
dotosell that stock? Or could they advertise ? 

Mr. Gapspy. They may advertise, it is done every day in the papers, 
for the sale of their securities. 

Mr. Brown of Missouri. Can they advertise that an offering circular 
is available, and is that all they can advertise ? 

Mr. Gapspy. Oh, yes. If they go beyond that, they are taking their 
chances. 

Mr. Brown of Missouri. Is there any procedure by which they could 
clear the advertising with the Securities and Exchange Commission ? 

Mr. Gapsspy. May I ask Mr. Cohen to answer that question ? 

Mr. Conen. Generally speaking, under the Securities Act of 1933, 
the main offering document is designed to be the prospectus. However, 
to make the availability of the prospectus known, the issuer or the 
underwriter may advertise in the newspapers that there is an offering 
and describe briefly the issuer and the organization, and indicate the 
availability of the prospectus. 

Mr. Brown of Missouri. Now, if they want to advertise any more 
details than that, could they clear it ? 

Mr. Conen. The Commisison has adopted a number of rules. One 
rule is specifically designed to deal with this problem where securi- 
ties are registered and another rule applies where the securities are 
offered under exemption. It specifies with great specificity and clarity 
exactly what may be included in these advertisements. Issuers may, on 
occasion, come to us and discuss these, although they are not so re- 
quired. Weare glad to discuss it with them every day. 

Mr. Brown of Missouri. Now, let us say that this company gets 
operating and takes $50,000 worth of convertible debentures from a 
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small-business concern, exercises its convertibility at times, and then 
owns $50,000 worth of common stock in a concern. What do they 
have to do with the SEC before they can sell that $50,000 worth of 
stock on a public offering basis? 

Mr. Gapspy. They w ould have to register the securities in the par- 
ticular case you cite under regulation A, unless there was some other 
exemption available, such as an intr state exemption. 

Mr. Brown of Missouri. And they register them with the SEC. 
Do they have to have an offering circular or prospectus ? 

Mr. Gapssy. If it is less than $50,000, they would not have to have 
an offering circular. If it is more than $50, 000, but less than $300,000, 
they do have to have an offeri ing circular. If it is more than $300, 000 
they will have to go through a pr rospectus. 

Mr. Brown of Missouri. Now, if it is less than $50,000 and they 
register with you the issue, then the public never sees any more about 
that? I mean, there is no offering circular or anything. I do not quite 
understand the necessity of the registr: ation. 

Mr. Gapssy. Perhaps I can ask Mr. Cohen to explain that to you. 

Mr. Conen. I should first indicate that the offering in the amount of 

$50,000 is not really registration. It has been used asa shorthand way 
of describing the whole process. In fact, the offering is made pur- 
suant to an exemption and pursuant to regulations adopted by the 
Commission under section 3(b). 

In the event an offering circular is not required, and the papers 
filed with the Commission requires some bare information which is 
designed to indicate to the Commission whether, in fact, the exemp- 
tion is available, essentially that is the information that is required, 
Certain other information is also thus available at the Commission 
for the benefit of and the use by investors who are interested in ob- 
taining the information. This is essentially a compromis se used by 
the Commission in this area of Pry of small issues between, on 
the one hand, the full requirement of a prospectus and the full in- 
formation for the benefit of investors, and, on the other hand, con- 
sideration of the requirements in respect of the position of small 
issuers. 

Mr. Brown of Missouri. All right. Right on that point we are 
going to have, we hope, 200 small business investment companies in 
this country within the next 12 months. Most of the debenture is- 
sues that they will be purchasing will be around $50,000 or less. That 
would be my judgment, at least. Now in time they are going to con- 
vert, and in order to find a secondary market they are going to have to 
sell some of that common stock in a public offering. Obviously 
your rules have been such that you do not pay much attention to these 
$50,000 issues or less. 

Mr. Conen. I am afraid I cannot agree with that, sir. 

Mr. Gapssy. I do not believe that that follows. 

Mr. Conen. Perhaps I have not explained it. The Commission is 
much cone erned with all types of public offerings, whether of less 
than $50,000 or exceeding $50 million, I merely indicated that in 
the area of the small offerings, in response to what might be tanta- 
mount to a mandate from the Congress under section 3(b), the Com- 
mission has attempted to weigh the relative needs of the smal] issuer 
as against the needs of the investor and has reached this area of com- 
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promise. But these documents are reviewed and they do require in- 
formation which is generally available to dealers, brokers, and other 
persons who advise investors, as they are to investors themselves. 

Mr. Brown of Missouri. Here is what I am getting at. Maybe 
we had better change the mandate from Congress. Here is a com- 
pany that is going to be examined eriodically by an agency of the 
Government, the Small Business Administration, which, we assume, 
is going to know what the company is doing. They are going to be 
examining these companies. When these debentures are converted 
into stocks—and $50,000 is about all that is involved—rather than — 
ter up your affairs—you do not even require an offering circular o 
prospectus—why ¢ do we not make this a mandate, if necessary, to let 
these companies sel] their stock subject only to examination by the 
Small Business Administration ? 

Mr. Conen. I think, if I may respond to that, that that involves a 
decision whether the investor—and the purpose of this filing with the 
Commission and the furnishing of the information is not so much to 
require the filing of an additional paper as it is designed to make avail- 
able, at least in Ww ashington and in our regional offices, information 
regarding this issuer which the investor may look to in order that he 
may reach at least some under standing of the basic situation of the 
company and upon which, presumably, he might make an informed 
appraisal of the security and determine whether he wishes to buy or 
sell. 

Now if that requirement is obviated, since the Small Business Ad- 
ministration is not concerned with, nor has it any responsibility for, 
the information to be furnished to investors, there would be a complete 
void except as the particular small business investment company may 
have information and may wish to make it available as a matter of 
grace. 

Mr. Brown of Missouri. How many investors come in and examine 
your files, looking at issues of $50,000 ? 

Mr. Conen. Quite a number, sir. As a matter of fact, the Com- 
mission, further, i in an endeavor to meet this problem, has decentral- 
ized its operation with respect to small issues so that a small issue lo- 
sated in a particular region of the country may file in our regional 
office closest to his place of business and to the region or area where 
the securities will i offered. Every year, dealers, investment ad- 
visers, and other persons engaged in the business of acting for clients, 
do come in and avail themselves of the information. 

Mr. Brown of Missouri. I see an opportunity for us to relieve you 
of the necessity of diversifying the activity and putting in some re- 
gional offices. Here is going to ) be the Small Business Administration 
with regional offices, here are the small business investment companies 
that are going to be widely dispersed over the United States, we hope, 
and they are going to be periodically examined by a qualified group 
of people in the U.S. Government, and actually I as an investor, | 
hope, could go to the small business investment company and get an 
issue that had been examined by the Small Business Administration. 

Mr. Conen. We are talking now, not of the securities of the small 
business investment company, sir; we are talking about the securities 
of the small business company which, some years earlier, sold its de- 
bentures to the investment company. 
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Mr. Brown of Missouri. Now, wait a minute. When they are con- 
verted by the small business investment company, the small business 
investment company thinks they are pretty good or they would not 
convert them. 

Mr. Conen. Or they convert them because that is the way they can 
sell them most readily. 

Mr. Brown of Missouri. Well, at least they are going to have to 
stand behind them in respect to getting somebody to buy them. 

_ Mr. Conen. I do not understand that they will guarantee these 
issues, sir. 

Mr. Brown of Missouri. No; but to stay in business and get people 
back to buy more, they would have to, would they not? 

Mr. Couen. I think you may have a point there, sir. 

Mr. Gapssy. That was not the experience in 1929, Mr. Brown. Peo- 
ple come back for more, just the same. 

Mr. Brown of Missouri. Let me say this. I think the precautions 
taken by this act and the job that you people do has been a fine thing 
for America, protecting securities. I am trying to find a way where 
we would not have too many Government agencies ome essentially 
this same work. If it is not a good idea, we shall just skip it, but if 
we could avoid some duplication, I think we ought to consider it. 

Mr. Gapssy. We woute like to avoid duplication wherever possible. 
I am not so sure that in the particular situation you bring up, we can 
avoid it. 

Mr. Couen. May I add a word to what the chairman has said? I 
think that the Commission, from the outset, has dedicated itself to it 
and instructed its staff to do everything possible. In point of fact, 
another area which we are presently studying is the possibility of 
developing a single form which could be filed in both agencies at the 
same time to take care, substantially, of the requirements of each 
in connection with the initial filing. This, however, presents problems 
because the Small Business Administration is interested in an area of 
information beyond that which the Commission is interested in. But 
we are working on it, trying to develop that to the point of minimizing 
to the extent possible any duplication. 

Mr. Evins. Very good. 

Mr. Avery ? 

Mr. Avery. I have about one question, I think. 

As I understand it, Mr. Gadsby or Mr. Cohen, if it is a private of- 
fering that SEC is never involved ? 

Mr. Gapssy. No. 

Mr. Avery. That isa true statement ? 

Mr. Gapspy. In regard to that particular sale, that is true. 

Mr. Avery. Then as a practical matter, are there many public of- 
ferings in amounts below $50,000, or is that usually handled by a 
private sale anyhow? That is a nebulous question, I realize. 

Mr. Gapssy. I would not know, offhand. I would doubt whether 
there are any substantial number of them. 

Mr. Avery. A substantial number of private sales? 

Mr. Gapssy. Of public offerings of $50 000 or less. 

Mr. Avery. Well, you would know if there were because they would 
have to register with you, would they not? 
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Mr. Gapssy. When I say I do not know, I mean J, personally, do 
not know. I could probably find out. 

Mr. Avery. Well, the point I am getting at, it is probable that 
there would not be a great burden placed on the SEC by small busi- 
ness investment companies, because most of their sales would be in 
amounts less than $50,000 anyhow ? 

Mr. GapsBy. That is right. Of course, we have regional offices 
now established, which have other functions, and they handle the 
offerings under regulation A in a routine manner. 

Mr. Avery. I am not just sure that I am entirely clear on what the 
division line, the distinction if you please is, between a private and 
a public sale. Where does one leave off and the other come in? 

Mr. Gapssy. Lots of people would like to know that, Mr. Avery. 
It is a matter of application of the statutory words to the particular 
situation which is presented to us, and the situations that are pre- 
sented to us are as varied as anything, as any financial transaction 
can be. 

Mr. Avery. Well, all right. Suppose that the committee here had 
decided to organize a small business investment company and we had 
converted some of our debentures, and we had 100,000 shares of 
common stock. Now, I presume that if our chairman were president 
of the company, he could carry those stocks around in his briefcase 
for a few days and go call on his friends and try to sell them. That 
would still be a private sale, is that right ? 

Mr. Gapssy. That, I am afraid, we would classify as a public sale. 

Mr. Avery. When do you catch up with him? That is an area 
that I do not quite understand. 

Mr. Gapspy. Do you mean what remedies we have in case we find 
him violating the statute? 

Mr. Avery. Who would most likely be the first to complain about 
it? I believe that is my question. 

Mr. Gapssy. Some one of his investors who did not like the invest- 
ment he made, I believe, or a competitor or a securities dealer. We 
get them from all sorts of places. 

Mr. Avery. How many people could he see and still have it be a 
private sale ? 

Mr. GapsBy. The Supreme Court has refused to give us any definite 
word as to the number. They say the number is a factor to be con- 
sidered but not the decisive factor. 

Mr. Avery. Well, will you 

Mr. Gapssy. There could be public offering, for example, to two 
or three people. 


Mr. Avery. Is it a matter of judgment, then, upon the seller? Does 
he confer with you? 

Mr. Gapssy. The Supreme Court has said that it depends upon the 
person to whom the securities are offered, has the information which 
should be made available to him as a result of a registration. 

Mr. Avery. Oh, I see. 

Mr. Gapssy. In other words, whether he is such a person that regis- 
tration will be unnecessary in order to inform him as to the facts upon 
which he would be buying. 

Mr. Avery. Do you ever act upon such a eee Are you 
policing continually or do you rely upon complaints 
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Mr. Gapspy. No, we take anything that comes to our mill as grist. 

Mr. Avery. I think I understand better than I did, although it is 
not abundantly clear, yet. 

Mr. Gapssy. I might say, Mr. Avery, that we frequently have these 
situations posed to us by lawyers; in fact, every day over the telephone, 
through the mail, every other way. They frequently give advice, some- 
times written, sometimes oral. Every one of these situations is differ- 
= from the next one, and that is one of the fascinating aspects of 

e job. 

Mr. Evins. The SEC is one of the great perceptive agencies in the 
Government operating in the public mterest, both in informing the 
public and seeing that the proper information is made available and 
full disclosures are made of all of these transactions. 

Mr. Chairman, in summary, as you have been on about an hour 
now, do I gather that if the public offering is less than $300,000, if 
public ola are offered in amounts of less than $50,000, if private 
offering is made, or if less than 100 stockholders are involved, then 
the SEC would not assume jurisdiction? Did we not get that, in 
summary ? 

Mr. Gapssy. I am afraid not. 

Mr. Evrns. If a public offering is involved, you take jurisdiction? 

Mr. Gapssy. That is right. 

Mr. Evins. If more than $300,000 in stock is at issue, you take 
jurisdiction ? 

Mr. Gapssy. We do. 

Mr. Evins. Third, if more than $50,000 in public issue is involved, 
you also assume jurisdiction ? 

Mr. Gapssy. We assume jurisdiction if anything is involved in a 
public offering. 

Mr. Evins. That is right. So you really do not anticipate that your 
workload will be burdensome or exceedingly heavy thus far in about 
a year of experience? 

Mr. Gapssy. So far, it has not been inordinate; no. If we have to 
pass on 200 additional public offerings, of course, it means a substantial 
amount of work. 

Mr. Evins. The time lag, the time factor in processing one of these 
prospectuses, do you anticipate it will consume a lot of work? They 
can look those forms over rather quickly and see if it falls into your 
categories. 

Mr. Gapssy. We do a thousand of them a year, and we can do a few 
more. 

Mr. Evrns. Then, in addition to this, the basic and very valuable 
function which you would perform would be in having this informa- 
tion available to prospective buyers? 

Mr. Gapssy. That is right. 

Mr. Evins. Which the SBA does not have? 

Mr. Gapssy. That is right. 

Mr. Evins. You have been very kind in giving this information. 
It has been most helpful and clarifying to this committee. We thank 
you for your appearance. 

Mr. Gapssy. Thank you, Mr. Chairman, for your courtesy. 

Mr. Evins. I believe we have one more witness, Mr. Avery ? 

_Mr. Avery. No; I could not find him. But I want to ask permis- 
sion 
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Mr. Evins. For him to file a statement? What is his name? 

Mr. Avery. Mr. William Leecs, representing the Prudential Insur- 
ance Co. I would like permission, Mr. Chairman, that Mr. Leecs 
might be permitted to make a statement for the record on any recom- 
mendations that might be forthcoming, as to how to improve the Small 
Business Act to make it more attractive to that source of capital. 

Mr. Evrns. The statement may be received in the record at this 
point if received. 

We have no further witnesses at the moment, and in recessing these 
hearings until a later date, I want to thank Mr. Barnes, Mr. Read, Mr. 
Kelley, and the staff of the SBA for their fine testimony, and also the 
other witnesses who have appeared to give us the benefit of their expe- 
rience under the Small Business Investment Act of 1958. 

I am sure that we all know a great deal more about the problems of 
administering the act than we did when we started these hearings. 
We have a better picture of the problems that the SBA, on the one 
hand, and the organizers of the small business investment companies 
on the other hand face in their efforts to make this program work 
more effectively. Without in any way attempting to draw conclusions 
from the testimony, certain things appear to be clearly indicated. 

I think it is clear that we do need some revisions, both in the law 
and in the regulations. I believe that when we examine the testimony, 
we shall find the areas in which such changes are required. It cer- 
tainly appears also to be pretty well agreed that if we are going to 
develop fully the possibilities of this system of providing financial aid 
to small business, we must give very serious consideration to providing 
some workable sources of secondary financing. Several suggestions 
along this line have been made during these hearings, which the 
committee will want to evaluate. 

I am sure that the committee, and I hope the SBA, too, will want to 
examine these possibilities with a view to finding the best and most 

ractical way to provide a means of channeling funds into the small 
usiness investment companies that are established, and those that are 
yet to be chartered. 

The Congress was aware, when it passed this act, that it was 
pioneering in a new field, and I am sure that most of us knew that 
we, as we gained experience, would probably have to modify or change 
the law from time to time. Our hearings have, to me, reemphasized 
that this is a very complex and technical field; I believe to others 
also. I think it is well that we digest and analyze the information 
a by these hearings, before we resume hearings at a future 

ate. 

Meanwhile, let me say that the committee, I am sure, will continue 
to welcome all constructive suggestions about the operations of the 
SBA and particularly its investment division. The committee will 
receive during the next 10 days any additions to the statements already 
made, for inclusion in the record of these hearings. 

(The statements referred to are as follows :) 


STATEMENT OF Hon. B. F. Sisk, A REPRESENTATIVE IN CONGRESS FROM THE STATE 
OF CALIFORNIA 


Mr. Chairman, I welcome the opportunity of presenting this statement to your 
committee, because I have been doing quite a bit of research into the operation 
of the Small Business Administration in the district I represent. I regret to 








i 
) 


OPERATION OF THE SMALL BUSINESS ADMINISTRATION 24] 


say that the information I have gathered forces me to the conclusion that SBA 
is not providing the direct busi: 2ss loan assistance in my area that Congress 
intended should be provided to small business. I urgently request that the 
committee verify my findings and make necessary recommendations to correct 
any deficiencies disclosed. 

I fully realize that the Small Business Administration has programs other 
than direct business loans. I have not inquired into the results of operations of 
the San Francisco regional office in these other fields. So far as I know, that 
office may be doing a first-class job of educating businessmen, channeling defense 
contracts to them, and making disaster loans. I do know the San Francisco 
office has made quite a few disaster loans, arising chiefly from floods in recent 
years. This is a most necessary service. Fortunately, the counties of Fresno, 
Madera, and Merced, which comprise the 12th Congressional District, did not 
suffer as seriously as other areas of California from recent floods and few if 
any disaster loans have been made in these counties. 

Here is a table summarizing what I found out about Small Business Admin- 
istration business loan service to California and the Nation in 1958: 
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The population figures are July 1958 estimates by the California State Depart- 
ment of Finance, printed in the 1958 California Blue Book. The loan figures are 
from the 10th and 11th Semiannual Reports of the Small Business Administration. 
Although the San Francisco office serves Hawaii, where 11 loans for $370,400 were 
made, Hawaii figures are not included. Also, I have washed out a few loans 
made and later canceled, all of which were from the Los Angeles office. 

You can see that the San Francisco office, with about 40 percent of the State’s 
population to serve, made only 59 of the total of 364 loans approved, and loaned 
only $2,833,690—or 12.44 percent—of the $22,774,246 that was loaned to small 
businesses throughout the State during 1958. 

To turn it around, the Los Angeles office, with a shade less than 60 percent 
of the population, made 834 percent of the loans by number and 87% percent 
by dollars. 

In fairness, it should be pointed out that the San Francisco office handled a 
large number of relatively small disaster loans in 1956 and again in 1958. 

During 1958, the San Francisco office made one loan to a firm in the 12th 
Congressional District, which I represent. It went to a Fresno trucking firm 
in the amount of $150,000. The loan application was at first rejected and was 
not finally granted until after I had intervened to urge the SEA to reconsider. 

In 1957, three loans were made in my district. One was for $175,000 to a 
Fresno business. I had to go to bat in that case, too. Another was to a Friant 
firm for $35,000. The third was to a small business in Livingston for $15,000. 

Between July of 1953, when the program began, and the end of 1956, there 
were no loans made at all in my district, according to the SBA semiannual re- 
ports. And as far as I can find, there has never been a disaster loan made in 
the 12th District. 

Is it possible that 12th District people aren’t interested? No, On the 
contrary, they are keenly interested, In a letter to me early this year, the 
San Francisco SBA regional director said there were 132 inquiries from the 
Fresno area from December 1957 to November 1958. In that letter, the regional 
director added: “At present (Jan. 26, 1959) we anticipate the receipt of eight 
applications.” 

During 2 days last November, an SBA loan agent visiting Fresno had 25 in- 
terviews and made 5 inspections: The interest is there, all right. 

A revealing comparison is provided by a look at the 14th Congressional Dis- 
trict. Two of its counties, Tulare and Kings, are served from San Francisco. 
The third county, Kern, is served out of Los Angeles. The per capita rate of 
loans in Kern County was $1.49, and in the other two counties, $0.804. As it 
happens, the Kern rate is lower than the average Los Angeles office per capita 
($2.26) and the Tulare-Kings rate is higher than the average San Francisco 
office rate ($0.475). 

My personal experience in discussing loan applications with businessmen in 
my area leads to the conclusion that the policies, standards, and requirements 
sought to be applied by this agency are such that if a business were able to 
qualify for a loan, it would not need the assistance of the Small Business Admin- 
istration, as the required loan could readily be obtained through usual financing 
channels. I cannot believe this attitude reflects the intent of Congress. 

I am also forced to the conclusion that the promise of help to financially dis- 
tressed business held forth in my area is a delusion and a snare, raising false 
hopes which are not being realized. 

I sincerely hope that my recital of the apparent failure of the Small Business 
Administration to contribute in any substantial degree toward the solution of 
the growing financial problems of small business in this part of California will 
assist the committee in arriving at tangible and definite recommendations for 
a real, hard-hitting and effective program in this field. Such a program will 
have my vigorous support. 


STATEMENT OF Harry E. BRINKMAN, PRESIDENT, NATIONAL SMALL BUSINESS 
MEN’s ASSOCIATION 


Mr. Chairman and members of the committee, my name is Harry E. Brink- 
man. I am president of the Cincinnati Lithographing Co. of Cincinnati, and I 
submit this statement as president of the National Small Business Men’s Asso- 
ciation, 801 19th Street, NW., Washington, D.C. 
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The National Small Business Men’s Association is deeply interested in the 
subject matter of current hearings before your subcommitttee concerning the 
operations of the Small Business Administration. Of particular interest to us 
are matters pertaining to the Small Business Investment Act of 1958. 

The need to provide long-term debt and equity capital for new and expanding 
small business has been recognized for many years, and I take due notice of 
the fact that much has been accomplished through the constructive efforts of 
the House Select Committee on Small Business. The enactment of the Small 
Business Investment Act of 1958, is, indeed, a substantial step toward helping 
to meet the capital demands of small business. Moreover, in the relatively 
brief period of time since this legislation has been in effect, the implementation 
of the act by the Small Business Administration has been commendable. 

However, like virtually all new legislation, improvements and revisions are 
to be expected. In this respect, we believe that the effectiveness of the Small 
Business Investment Act of 1958 can be greatly strengthened by the following 
proposals: 

1. Permit the investment companies greater flexibility by authorizing the 
purchase of preferred and common stock, or any other equity interest which 
may be authorized by the Small Business Administration. 

2. Authorize investment companies to establish a reserve for losses deduc- 
tible for tax purposes to the extent of approximately 20 percent of its assets. 

3. Permit preferred stock dividends issued by such companies to be deductible 
from earnings before computation of taxes. 

4, Permit dividends paid on preferred and common stock of such companies 
to be tax free to the recipient up to a sum approximating $5,000. 

As we testified before the Senate subcommittee of the Committee on Banking 
and Currency, in June 1957, we believe that these recommendations would 
assure the successful establishment and operation of private investment insti- 
tutions in this field. 

While we have given considerable thought to the merit of recommending 
establishment of a national secondary market for the securities of small busi- 
ness investment companies, we believe that more time should be allowed for 
the establishment and experience of additional investment companies. We 
submit that if the recommendations set forth above are adopted, it may very 
well be that the overall volume and velocity of activity of such companies on 
a regional basis may make the establishment by the Government of a secondary 
market unnecessary. 


We appreciate the opportunity to present our views on this subject to your 
committee. 

Mr. Evins. Again let me thank, on behalf of the committee, all of 
the witnesses who have appeared and testified before this subcom- 
mittee. 

We shall stand, not adjourned, but recessed, subject to call at a later 
date. 

Mr. Brown of Missouri. Prior to adjournment, could I just add 
my compliments to the chairman for conducting these splendid hear- 
ings. I think that every witness has been given fair and ample op- 
portunity to express his views and I have learned a great deal. 

Let me point out, too, the most significant thing. There is a gentle- 
man in the audience of these hearings who has been here a! the time. 
He is one of the most learned men in this field that I have ever met, 
who became interested in the Small Business Investment Act when we 
were debating it in the Congress, and he came here at his own ex- 
pense to observe and listen to these hearings, and to counsel with me. 
His counsel has been very wonderful. His name is E. A. Green of 
Springfield, Mo. 

Mr. Evins. Off the record. 

(Discussion off the record.) 

Mr. Evins. We are recessed subject to call. 


(Whereupon at 3:15 p.m. the subcommittee recessed, subject to call.) 











APPENDIX 


LICENSED SMALL BUSINESS INVESTMENT COMPANIES AS OF JUNE 5, 1959 
First Small Business Investment Co. of New England, 1 Federal Street, Boston, 
Mass. Paid-in capital, $325,000. 


Allied Small Business Investment Co., 1115 17th Street NW., Washington, D.C. 
Paid-in capital, $302,000. 


Baltimore Business Investments Co., 906 Meyerhoff Building, Baltimore, Md. 
Paid-in capital, $305,000. 


United Small Business Investment Corp., 534 North Calvert Street, Baltimore, 
Md. Paid-in capital, $501,585. 


Citizens and Southern Small Business Investment Co., Marietta and Broad 
Streets, Atlanta, Ga. Paid-in capital, $325,000. 


The Third’s Small Business Investment Co., 170 Fourth Avenue North, Nashville, 
Tenn. Paid-in capital, $305,000. 


Bloomington Small Business Investment Co., 400 West Washington Street, Bloom- 
ington, Ill. Paid-in capital, $301,000. 


First Midwest Small Business Investment Co., 512 Nicolett Building, Minneapolis, 
Minn. Paid-in capital, $315,000. 


Fidelity Small Business Investment Co., 2338 Central Avenue N.E., Minneapolis, 
Minn. [Paid-in capital, $315,000. 


Electronics Capital Corp., Bank of America Building, San Diego, Calif. Paid-in 
capital, $305,000. 


First Milwaukee Small Business Investment Co., 743 North Fourth Street, 
Milwaukee, Wis. Paid-in capital, $302,000. 


Continental Capital Corp., San Francisco, Calif. Paid-in capital, $303,000. 


Marin-Sonoma Small Business Investment Co., San Rafael, Calif. Paid-in 
capital, $300,000. 


South Florida Small Business Investment Co., of Miami, Fla., Inc., Miami, Fla. 
Paid-in capital, $400,000. 
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